)

PROCESSED

APR 1 12007

THOMSON
FINANCIAL




filitieyiBaotile

LBBCAES LABVERthEIChdinofprodUuet o e ab lewhr
podines i die Watsmn (i, o addim o oppying bey
hiizketthrourhoutithelworl HRW I bbe v botYitint{bachY (ORLIRI RS
pedhavedihelhizesdmunutietuodstabuuoniindBe i eineivorh
A Nordlh Amarhem g whilrare ok, We dogE al
et 41 exCamioe e eff ifial-epiliy me tdilsowme, st
dbnmerans, s fhems, oo and sereas, aid §lde Do
o @ lorgornd) swsnyp off corfenmsss i i federiss, Gt bnfnse-do-
oovrrETef FreeuorAge (il i die Uafitad) Satss @ cxdl) aw s fiflsmaine
(e bR (bt A e Nesispllaids, Rewuygead, CTiim sodl Misdon
Wte alkw @wn and epamis 4 aarme dInmareace s i Ny Wl aid &
plsteApnginlWScOnz nlllnfuddiionSwedinporiprodust o)
Gvesehsinfordediolcomplemengoudiincloinanutasiiredfitc L
sunbinatonfoifmanutactinnyfndiprostiiemncn il lovw ol onpcicging
e obAlrbltwarekiackcdb ol tcansfantcr ensiveprod ucllinclay
cmnpife rigse.

glleadeclinNoglbAmerica

B.ildemyy dlefjim, naemiibsnss and) anentets e e well-rseauiiasd
Lty (o) an @iensve Tow of G-ty madine omde g
tulifteoame. ammm o Amwrits (e, Lildsy nmimmin oy
OB DERERCC pinu S ntencloingmosex iensivelprodue g pon Lol
i (b Nl Aanenhen v wlbilvoans g, Oy drsoais Dmmmes-
unsfaGiineNandidistubutionfneveringl on i cacatincllureesgin
thgolasseiblewirchindusipvRenablcusiotprosidtEf e ilievelfo ey ce
o¥lfouRtudluse iffody o tablewWarc B o iGN u il Lo HCRWHGWIc]
419 peveat) &ff Vinmason Hvlbing. S, de RUL. e ©Y. and oslbtsd
emmpaiss (Ol Gaved i Memwmey, Mesdsn, O Jns 16, 2805, we
puichuzcalingicninagliipercenoli@nsMbinginougownceshiplin
Chin om0 (00 esicersiill. Ol averspofiedifien o e, wlifielh fs die frped v
BIEWITE N St rod i E PN c e dIh AN pproRiia e 146 ol
pereentuifthedolasNtiblewiircnitke JinpVICeic o8 Jeonsi slen fwi hlo i
Slrutesyicexpindfonge cybisch

AzadeclinlineflntecaationalfMacked

Ly engpenis mhivssomne o sinne G 0 e armnd die sesd
WWidconnugltalespandlouginteenationaprescicei e e ong
ot sthits off e i Gelbilewane (ol i Langimg, i, 6o
g coniBeinp®WILIplinnedfeommersialBhipmentiotongeusioniei
lagree i (Tt o mmamsmmeiogz fm A 20157, G whadlly owiied fchary &
aftmmad) 40 die gresning Clifmees and A Pt omdsis. I feios ooz

earetredtens i (BT auid Noodh Annshen, gving Liley il jrowsmnee
libeimosdeien ficingresignotbothliieEasiemiandhWes e
HemsphcreX®udRovallifecrdimEubsithapyRlecatedbinjlfecidamy
Neiherland Wsamonaithclworldiicadesyinfprodug mgandiel in oS
senmeae i gael, famdwrie o indeosa) e, O Ol

LD Ay ROEcGh AT hAlGrnGoN Ronu e S Minadnu fatiurcNand|
coner stk gl (vt exvarree, oecfimly oM i, st amd) lhssiane
expundedipresenceliniEuropeX @ salfndiRoyiRibecriamireimpartan|
ors o] oy gl sty Go e & sapppliter off Tindi-apaiiy. omdine
el [N ablewardprodustsiiothedinack cowarldv des

AlleadecinitielEoodsecvicelindus ey

Ly o @ lsaufing prosfder off tlilename pradn @ die fedemie
industidthroughlonghroadin lasswarcRdinncawarc8ilagwarctandipastiy
preduciottcanzM@ugesicisieeilc¥andid isributionne iworkRamon
i Nerygent i s oberofioe soppptly miheit, b 2 compes of eompsiive
Livintirabyinrovidinsffcomprchenswalproductiolicanfandle ey
oudicodSeoitetentiomeriiouchougs yriicusc @h nafand AWorldl
Teeliflomenie soltdfrnte, Ly b o laading ponids of commiec
dimgreae o one) ke (o e fredanviae ey o die Cated
SGICHOugS viicuscl@hinuiubeid iy gdesie S Winanut sl SE )
disiibutc¥antextensivellinglohishequal tygecranigd inneiywarcy
puitnsfialy (ter Geedvarviae ebiimens i de (nked Se dmd
Clameaita, Oy W) Tellrswams oty inpzoms and sl a fd-ne off
et andiiolowwarckinUlankrsonnienfuifeerinnedioneiwe g
ndlothegrabletoplite i Spnngipal yiogidodseidicetestablishmentin]
e Ulnitiad) S g Cromandbn, Ol Theassy sofosidfary, lesatad in
Puconsinfdesicn-Minanutacturesfandiisiubutesfantextensivellinelo’
Fkontfie fvemrs e (e Mamcsarviise dandomy.

inellzaning[BrandfNamesfinRetal

W dlsntiem @) oxei) e mhvs (aliflsoane pradng sy omdsy e
Liteey . Bopal Lagnton  avd Chise Gmeods, Tios 1 Aidsy Gmord 6 eme
ofihelinosdiccotniztdlbrand Sinfconsumeghouscware S ajtheg¥nited
StcEndiiyhdlcadinge sdublewardbrandhinftbelicta fshanncliol
dbivimoton. Ay poedvss axe weild o e s dinmmsds of
distabutionfinfthel®niedhS ticFndl@uncd:Ninglud inefmuatmerchan
departineniGrorefandbpeciilivinousewiiresiore M @ s pToducly
e i (endinye Grerd aff s wlhitroame in e Medan e diamnmsl,
EndiougRovallifterdamicnivarcliElcadineBrenwarcdbrandhinfretl
elinmmsh in Buxegs.




I ! ' . \ [ ‘
‘ ) i \ |
| .
I’rql‘bl'ilc 1 ! ‘ ;
i
Financial Highlights |2 LI
| i :
[.cflcr to Sh'.u'chnl(ler‘s 3 ! | - .
Directors 15 ‘ ] [ : ! : ; ! g
, ()ﬁ|‘|curs 16 ! I -
1 w . v :
'l‘m||-\'c:n° Summiry of Selected Financial Data 1|7 ) E 1 i
Farm 10-K 18 - ‘ | bl :
o . . , ! Sl ;
(}clner;il Information| Insice Back Cover ;
Main Operating; Luca‘liun:«' Back Cover ) i
H | | |
| : .
: . ! o
i Py |
. : I } j C |
| ‘ (] ‘ | |
| ‘ | i 1
: L } i | !
! ! v . 1 i , '
| | [ . "
- ' . SR E
1 [ 1
I ‘ [ S 1 :
: ’ l | |
Lilibey Inc. Fmanmal Highlights T
| | | a |
: I ) y il ii I ) l ] ]
I L \ ‘ i | A b ‘ilm i -
R N T 0 ! I
D(‘)”(H'_\' in thonsands. except per-share amounnis ' 2006 ! fl tl 7003 il m H, 7 Chzmgm}
: ] | g ' ~ i
Sales ‘ | | $ 689,480 SR 21.4%
lmmm {loss) ho]]‘] operations S 19,264 5 '(? 9 l 7') i 310.0%:
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 Number of unplovms {year-cnd) . ‘ 7,156 _" ! ‘16 30 ‘ 100.8%
\umbu of shares nutsmn(luw (yeur- LII(H‘ 14,331,535 TJ' q7 989 y ‘i 2.3%
\umbu of registered sharcholders (vear-end) ' 846 M }|t,8)3| N ,;| il (8.5%))
. I I J EAE |rwiw|r|“ i ‘H
Lt W Befieve thar B B.’H) Aleariimnges J'iu'“i( rivrest. es., deprec forion and anirtization). a non-GitAf finanicial e, i c ol motric Jm um‘nmrm o hth e m,’;!uhn HITRCe Gy iF i
o M:(MH( thai we 1 m:umu‘f\ 10 O performance. | ! i E l : i
il HrH’xmr coupinad z.‘( fine n'm Arventon ,"me QAT J:url:!hh’ fess acemens paveaiie. l . i ‘ 3
tel See e 4ot ithe C :imr:,’u‘t‘uh o Finoncied Siasenienia for ~imm:m\ prer jormia financial iforaaion refleciiing Crisg e HESIOn. | E ;| ! | \ i
: | .
| | | :
: | - i I
| R R
| | ] e
‘ s cl ! \
j 1 . i i : |, |
* ] i |
| KRR
| : RN T
! [ \ ' | - i
| | N 2
‘ lll III | i 1‘ M !I |




® Leading share in US foodservice
glass tableware market

® Extensive length of line

® The #1 brand purchased in beverage-
ware across the US retail channels

@ Innovative products and packaging

® Among the leaders in speed to market
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corporate average. The facility incorporates Libbey’s leading technology and best LEAN practices. When warranted by
increased marketplace opportunities. we have land availabie to double the capacity of our factory in China.
Near-term benefits available to the Company as a result of Libbey Glassware China are:
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Libbey plans to achieve sales in excess of $800 million in 2007. Steady sales progress in North America. the full-year
cffect of Crisa sales and continued sales growth in our International business are planned.

In North America, the Company has leading market share positions, and we believe the key indicators we
follow, such as hotel occupancy rates, average room rates, and growth in foreign tourism, will be the foundation for a
good foodservice performance. These indicators remain strong for the vast majority of key metropolitan markets.

In addition we will build on the retail growth we achieved last year. increasing our leading beverageware
market share in the US w 28%, up from 25% in 2006. Our industrial business is budgeted for a modest rebound,
reversing the downward trends of recent years. We have new and committed programs in place with key customers
in these businesses,

In Mexico. Crisa has new programs in place in its core retail and industrial bases and is growing its
foodservice presence.

Our International business has started strong. and we expect increased sales in the broader European Union
as a result of opportunistic industry conditions related (o some competitor issues and growing interest in the
expanded Libbey portfolio of products now available to our International customers. Beyond Europe, sales
demand in other parts of the world is expected to hold, and sales of our China-preduced glassware, while modest,

will contribute 1o 2007 growth,

s




Libhey Inc. Directors

From left to right: Peter C. McC. Howell, GaryL Mt:;reau| Carol B. Moerd

l. Reynolds, Deborah G. Miller, Carlos V. Duno

Carles V. Duno

Carlos V. Duno his served as Chiet’
Exceutise Officer and Qwner af Marcia
Owen Associutes, the leading exeeutive
recnuiter in Sante Fe, New Mexico. from
July 2000 16 present. M. Duno sdso has
served s Chiel Exeetive Officer and
wner of CHune Consulting from
November 200410 present. From 2001 until
Cretober 2004, Me. Duno served s
Chairman and Chicl’ Execwtise Ofticer of
Clesn Fuels Technology:, o leading
developer of emulsified tuels for
lrnsportation and power generation
applicitions, From July 19935 1o May 2001,
Al Duno served at Vitro S.AL in Mon
Mexico, as President. Business Develop-
mentand Phanning. Prior o 1993, My
Duno served in senior domestic and
mtemational management roles sinee 1952
al Seatt Paper Company. while the Hest ten
veurs of his career included intermational
asignments with MeKinsey and Co., s
wellas Bl Lilly, M Duno has beena
director of the Contpany since 202,
william A. Foley

Willizm AL Foley his served as President of
November 2006

and as Chadrman and Chie! Eaecutive

Arhils Incorpornided sin

Oficer of buth Intelligence Ine. wnd Think
Well Ine, and Co-tounder ot Entenu
Holdings LLC, From July 1993 umil April
2002, he s Chadirman of the Bouard,
Presidentand Chiet Executive Otficer off

LE

ol the Company ~ince 1994 and currently

SCO Ine, Mrc Foley has been o director

serves s Charman of the Compensation
Commitiee, Fe i also a director of Blonder

Homw Furnishing. Inc.

Peter C. McC. Howell |

Puier € MeC Howell has served as advisor
te various business coterpr ises i the areus ul
‘|u|m\|lmn~ marketing and financial
mlmmnf from 1997 (o the preseni: Chairman
and Chiel Exeeutive Officer of Signatore
Bt USA. Ine, tformerly known as Health
vometer. Ine. from August IOL)J e Alglst
1997 und President, Chiel E \ILLHU\L Officer
and 1 director of Mr, Coffee. ine. from 1989
1o 1993, He is @ member ot the board of
directors of Pure Cyele (.'nrpt;r.‘Lliun

.
INASDAQ: PCY Oy and Global Line Array.

M Howell has been o mlin:unl)‘r ol the
Company sinee 1993 and currently semves as
Chairman ol the Nominating & Governanee
Committee. :

John F, Meier ‘

John F. Muier has been C h.urm i ol the
Bn.ml and Chiel Executive (llllu.rnl [.ihbey
sinee thi. Company went ]mh]ln in lune 1993,
Since joining the Company in! 1470, M,

Meier o served in various marketing

positions. including a five-y ir dsaiznment

with Durohaor, §.AL Belgivm. n 1990, Mr.
Muier wis il General M;m:ngur of
i,ihhq\' and o carporate Viee President of
Owens-Hinais, [ne.. Libbey™s former parent
conmpany. Me Mejeris o memiber of the
Board of Dirctors of (fnu;wr"l’im & Rubber
Company (NYSE: CTB) and Applied
Industrial Technologios (NY GL. AlTL M
Meter has been w director of lhc Compuny

since 1987,
1

.

Deborah G. Miller

Debaruh G. Miller has been the Chicer
Excentive Officer of Enterprise Cataly st
Group, acomsalting firm pecializing in high
technology and biotechnelogy ranstorma-
tonal wpplications, fram 2003 W present.
Prior to joining Emerprise
Mao Miller was the President and CEO af
Egenerain Boston from 2002-2003, M.,

Catalyst Ciroup,

Miller's experieney inhigh wehnology spans
three decades. including seventeen vears at
TEAL In addidon, her career his included
seniur leadership positions a Digisal
Equipment and Silicon Graphics. Ms,
Miller joined the Board in 2003 and ol
serves on the Board of Directors of Sentinel

Group Fund-. Ine,

Carol B. Moerdyk

Carol 3. Moerdyk is Senior Yice President.
Imernational wt Office Max Incoporated,
Tormuerly Boise Caseade Corporation, where
~he higs been employed since 1981, She
served as Senior Viee President, North
Americin and Australasian Contragt
Operations at Boise Caseade Office Products
Corparation from 1998 through 2003 and
Chiel Finuncial Otficer from 1955 1
February 1998, She i~ abas director of
Anwrican Woodmark Corportion
INASDACE AMWDL M. Moerdvk hus
heen i director of the Company since 199§
amd currently servies is Chairman ol the

Audit Commiiee,

yk, Terence P. Stewart, John F. Meier, William A. Foley, Richard

Gary L. Moreau

Crary L. Moreau i currently & writer.
lecturer. and sdviser with an emphasis on
corporate and organisational gosernance and
culture, Prior 1o this. Mz, Morenu served as
Presiden of Praet’s Hollow Advisors LLC.
business consulting company. Mr. Moreau
wits President and Chief Executive Officer of
Lionel L. position he held trom
Junwary 1996 unti] July 1999, From 199
until Junuary 1996, Mr. Moreau sersed as
President and Chiel Operating Officer of
Onwid L, anintermationally diversilied
mirrheter o consumer and intemational

M Moreuu has

Been idivector of the Company singe 1990,

tahleware and giltware,

Richard ). Reynolds

Richard 1. Revnokds s served as Libhey's
Exceutive Vice President and Chief
Operating Olficer since 1995, Prior 1o his
current position. Mr. Revnolds served as
Lihbey's Viee President and Chivl Financial
From 1989 wuil

Junc 1993, Mr Reyaolds wias Direcior of

Otticer since June 1943,
Finance and Adminisrazion. Mr Keynolds
his been with Libbes sinee 1970 and has

been a directer of the Company sinee 1993

Terence P. Stewart

T

nee PeStewart is managing pactier of the !
Washington [.C.-based low frrm of Stewant
and Stewart, where he has been emploved

it June 19760 M Sewart is o member of

wnurmber of bar associations. including the

Customs and International Trade Bar, and the
Aanerican Bar Association amd is admitted w
numerous courts including the U.S. Supreme
Court and the L8 Court of Intermational

Trade, My, Stewirt has been w director of the

Company since 1997,



Kerlmeth A, Boerger, |
Kenneth A. Boerger | !
Mr. I‘ioenh.'cr hits been Vice President and |
'I'n:ulumr since July I‘J“)‘J. Fnlvm 19494 1
July 1999, Mk Bocreer wis Corporme

(.'nnllrollcr and Assistant Treasirer. Since

juinil‘}g the Company in (984, Al Bocrger!

has hlcld varios lnancial and accounting |
;m\itinrh He has been Anvolsed in the

C ump.m\ ~ tinanei) ey ~mm 9%,
when he Joined Owenn- I!Imm\ Libhey's
tarmer purent company.

Daniel P. Ibele [
M Ibeie was named Vice President. Generai

| coo
Suicx‘ Manager, North Americi in June 2000,

Mr !'ha:\u had been Vice Presiden. ('iunurul‘
Salew Manager of the (,'nn:punl_\' Ainee Mareh
2002 Previously, M. Ihele i been Viee
Presivdent, Surketing il Specialey
()pcr‘!uinn\ st September [O97, Al ihci‘v
was Vice President and I)Il'LClll[ o
\I.lrklumu at Libhey \nlvu !‘)‘)ﬁ Singe
Joining Libbev in 1983 My, Ih\lc his held !
various marketing and sides poitions,

|
Susan A. Kovach ‘
M. I\m aeh i been Vice l'luldult
(:mu.ll Counsel and Secrer II\ ol the
(nmpln\ sinee July 2004, She Joined '
I lhln\ i Decomber 2003 ax Vice 'resident
.:\\mu.nh General Counsel and Assistan

1
Seeretary. Privr w julllln"l |hhu M,

Kuvach was OF ¢ nuch e Dy I\LIH.I H] llrgv
l)umn based lw fiemn. from "“(XH Ihmuﬂh
l\munhu 2003, She swerved From 1997 1o
20 s Vice Prosident. General (.nurm'l ard
L'nlpfu:llt Seereuiry. of Omega Flealtheary
vestors, e, (NYSE: O Fron 190K 14

From left to rlght Rlchard I Reynolds Scott MJ Selllc

Kenneth G Wllkes

J
l
R
|
|
|
|
|

20000 she held the \.nn\ Position for Omega
. kl NASIAQ-listed Tinn

providing manigement servives and

Worldwide, Ing,

financing w the ‘m‘ul cure Indusiry in the
United l\mudmn .md Alhlrl]m P'ror o
Joining Omega HL‘.i|IhL Ire imuh)r\ Inc.,
Ma Kovach was .]lp.llll]LI in Dykenig
Gomsett PLILC

1997 and an thsociale in Davkena Gossetl
PLLC from 1953 o |95,

John F. Meier
ME Meier has Been Chadrmn of the Board
ad Chief IE\ccn(i\J ¢ Officer of Libbey ~inee
the Company w cntI public in June 1993,
Sinee juining the Company in 1970, Mr.
Meicr has served i:1 various marketing
positions, including a five. “XTAT dssiginent
wilh Durobor, § \I Belgium, 1n 19490, Ay,
Aeier was named I[u heral Alnager of
lhhu ind o uupm.m Viee President o
Owens-llinojs, !m Libbey's former parent
COMRINY. A \Iuw s imember of the
Bourd of DIIL(IUi\l(ﬂ (,mpu: Tire & Rubher
Company (.\'\’S!E:[(,"i'lh and Applicd]
Industrial Technologies INYSE: AIT). Ay
Muier has been o JFI'L'L‘!(M'UI the Company
since 1UR7,

k, Daniel P. Ibele, John E. Meier, Timothy T. Palge

I|n|:| 1995 through November

i‘Sussm LY
. !I ! i’

Kenneth G

Timothy T. Paige

Mr Paige has been Viee Presidem,

s I‘\’iuc President.
P

Administration sinee December 2002, Prior 1 il Cperations

to his current position, Me, Paige had boen ol sin Viee

Viee President and Director of Hunman Jal Officer of th

L
m .\mL mhr 199510 May

‘(NH“I rnm,\u--u»! ll)‘) wiln November
il |
‘)‘)‘\ '\lr \\’|Jlu.\\ i \’ue President amd
il 1 |
u' tII'L‘I of lh Lnnlpin\ 'rior o i(\ll]lll“
I

Resources of the Company <inee January
1997, From May 1993 W lanuary 1997, Mr,

Paige was Dircctor of Human Resourees of
the €

.
Jompany, Prior (0 joining the Campany:

M Taige wi cmployed by Frito-Lay Ine. in i

LN resour ey INARIECIment positions,
Richard I. Reynolds

MrRevnolds lias served g Libbey's
Excentive Vice Prosident and Chier
Gperating Otficer since 1993, Prior to hi~
current position. Mz, Revnoldy was Lihhey's
Viee President and Chict’ Financiad Officer
since June 1993 Prony 1989wl dune

TOO2 AT Revnolds was Director of Finanee
and Administration. Ay, Hewnolds has heen
with Libbey sinee 1970 and has been il
director of the Company since 1993,

Scott M. Setlick

M Sellick has servad as Viee 1 residen,
Chiel Financiai Officer since May 2003,
Prior w his curren position, Mr. Sellich wis .
Libbey™s Direcior of Tux and Accounting
tram May 2002 until May 2003, From
AUZUSLISOT (0 May 2002, he sery ed fs
Iiector of Tavation, Hetone joining ihe
Company in 1997, M, Sellick was Tay

Bireetor for Stant Corporation and worked in
pubhic accounting for Deloitte & Touche in |

the sudit and s arcy..




Ten-Year Summary of Selected Financial Data

Dotlars in thowsatids, except per-shiare oot 2006 ® 2005 2004 2003 2002 0 200 2000 9G4 1= 1998 = 1497
Operating Results: ) ‘
Net sales $ 69480 S368.133 $544.767 S313.0632 5433761 S419.594 S441.828 S460.592 S436.522 SHLA6O
Gross prolit ™ §123,164  § 86542 S 100462 SI08.206 S107.928 § 14424 5 135009 $13RU50 S114.573 S116957
Gross profit margin ' 17.9% 500 184G 0% 249%  273% 3L3% 302%  262% 2849
Selhing. ceneral and administralive expenses S 87,566 % 71535 $ 68574 § 68479 S 56631 S 35716 8 ALISS 5 odl3] $§ 34191 S 49AE8S
Impairment of goodwili and other intangible assets $ — 5 9a7 5 - 5 - 5 — 5 - 5 - 8 S — 38 —
Income {losg) [ram operations (FOY $ 19264 S {8017) § 23893 § 36727 S 51207 § 58708 8 T6.414 S TART $ 40330 8 67.372
1O margin 28% - -let J.4% 7.7% 11.8%. 1407 17.3% 10.005% 9.2%: 16.4%
Equity camings (loss) — pretax . S 1986 SU4I00) S 1435 5 4429 § 63790 S 638§ 12016 § BE5T S 12300 § 3843
(hher (expense) imconme " $ (3,236) S 2567 S 2369 S 3484 S(12740 S 35000 S 3765 5 44108 4531905 2355
Earnings (loss) betore inferest and income 1axes

after minority interest (EBIT < $ 17,648 S(104Rd) § 24820 § 47640 S 44036 5 68302 § 42095 5 87.104 5 57155 $ 753570
ERIT margin 2.6% -1.8% 4.6% \),,"1;}} 10,45 16,34 2105 18,99 1314 18.3%
Interest expense™ § 46,594 5 15255 3 13049 5 134536 § R263 S uaRD & 12206 5 12501 8 12673 5 [4R40
(Loss) incone hefore income tanes " $(28,580) S(23.705) 5 11780 8 34204 § 360673 5 59232 5§ 80.47Y S 74603 § 44481 S 60730
{Beneht) pravision tor income tizes 13 (7,747} S 6384} S RIS S35 R0IK S 19840 $ 33613 % 31735 19038 S 24,004
Effective (ax rale 27.1% 2485 30.0% 1505 2350 3354 485 4185 4286 40054
Net (lossy) income et $(20899) S(1935%) S 8232 § 073§ 28035 § 3UF2 S J6860 § 43428 § 25443 5 3600
Netincome margin -3.0% 3. 1.5% 3.7% TOUSG Y.3450 10,65 9.4% R 8R4
Per-Share Amonnts;
Diluted net (lass) imcome Breem S (147 S (13§ 0m1 8 201§ 182 8 253 % CA0LS 0 2648 142 s 227
Dividends piid ) 5 010 = 040 s (ARSI 0.40 S 030 5 030 S 0 s 0.30 5 L3 5 (.30
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COMPARISON OF CUMULATIVE TOTAL RETURNS

The graph below compares the total stockholder return on our common stock to the cumulative
total return for the Standard & Poor's SmallCap 600 Index (“S&P SmallCap 600"), a broad market
index; the Standard & Poor's SmallCap Housewares & Specialties Index, a capitalization-weighted
index that measures the performance of the housewares sector of the Standard & Poor's SmallCap
Index ("Housewares-Small”); and our peer group. The indices reflect the year-end market value of
an investment in the stock of each company in the index, including additional shares assumed to
have been acquired with cash dividends, if any.

Companies in the peer group that we used were chosen based upon their lines of business and
revenues being comparable to our’s. The peer group is the same peer group used for executive
compensation benchmarking purposes. The peer group is limited to those companies for whom
market quotations are available and consists of Ameron tnternational Corporation, Blyth Inc., Brady
Corporation, EnPro Industries, Inc., ESCO Technologies Inc., Graco Inc., Johnson Outdoors Inc.,
Lancaster Colony Corp., Lifetime Brands Inc., Milacron Inc., Playtex Products, Inc., Polaris
Industries Inc., Teradyne, Inc., Tupperware Corporation, Waters Corporation, and Woodward
Governor Company.

The graph assumes a $100 investment in our common stock on January 1, 2002 and also
assumes investments of $100 in each of the S&P SmallCap 600, the Housewares-Small index and

the peer group, respectively, on January 1, 2002. The value of these investments on December 31
of each year from 2002 through 2006 is shown in the table below the graph.

TOTAL SHAREHOLDER RETURN

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN

2001 2002 2003 2004 2005 2006

|—o—Libbey Inc.
|

| ={J—~S&P SmallCap 600 Index
| —A—S &P 600 Housewares & Specialties|
i |

}—)(—Peer Group ]

INDEXED RETURNS

Base Years Ending
Period
Company Name / Index Dect Dec03 Dec04 Dec05

Libbey Inc. 100 89.48 71.01 33.45
S&P SmallCap 600 Index 100 118.48 145.32 156.48
S&P 600 Housewares & Specialties 100 116.52 113.40 70.89
Peer Group 100 104.55 123.30 114.27
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This Annual Report on Form 10-K, including the “Managemeni's Discussion and Analysis of Financial
Condition and Results of Operations,” contains forward-looking statements regarding future events and our future
results that are subject to the safe harbors created under the Securities Act of 1933 and the Securities Exchange Act
of 1934, Libbey desires to take advantage of the “safe harbor™ provisions of the Private Securities Litigation
Reform Act of 1995, These statements are based on current expectations, estimates, forecasts and projections, and
the beliefs and assumptions of our management. Words such as “expect,” “anticipate,” “targe!,” “believe,”
“imtend,” “may,” “planned,” “potential,” “should"” “will” “would” variations of such words, and similar
expressions are intended to identify these forward-looking statements. In addition, any statements thai refer to
projections of our future financial performance, our anticipated growth and trends in our businesses, and other
characterizations of future events or circumstances, are forward-looking statements. Readers are cautioned that
these forward-looking statements are only predictions and are subject 1o risks, uncertainties and asswmnptions that
are difficult to predict. Therefore, actual results may differ materially and adversely from those expressed in any
forward-looking statements. We undertake no obligation to revise or update any forward-looking statements for any
reason.

LT

PART 1

ITEM 1. BUSINESS
General

Libbey Inc. {(Libbey or the Company) is a leading supplier of tableware products in the U.S. and Canada, in
addition 10 supplying tableware products to other key export markets. We have the largest manufacturing,
distribution and service network among glass tableware manufacturers in the Western Hemisphere. We design
and market, under our LIBBEY® Crisa®, Royal Leerdam®, World® Tableware, Syracuse® China and Traex® brand
names, an extensive line of high-quality glass tableware, ceramic dinnerware, metal flutware, holloware and
serveware, and plastic items for sale primarily in the foodservice, retail. business-to-business and industrial
markets. Through our subsidiary B.V. Koninklijke Nederlandsche Glasfabriek Leerdam (Royal Leerdam), we
manufacture and market high-quality glass stemware under the Royal Leerdam® brand name. Through our
subsidiary Crisal-Cristalaria Automdtica S.A. (Crisal), we manufacture glass tableware in Portugal and market it
worldwide. We also manufacture and market ceramic dinnerware under the Syracuse® China brand name through
our subsidiary Syracuse China, Through our World Tableware subsidiary, we import and sell metal flatware,
hollowware and serveware and ceramic dinnerware. We design. manufacture and distribute an extensive line of
plastic items for the foodservice industry under the Traex® brand name through our subsidiary Traex Company. We
are the largest glass tableware manufacturer in Latin America through our Crisa subsidiary. Sec note 21 to the
Consolidated Financial Statements for segment information.

Our website can be found at www.libbey.com. We make available, free of charge, at this website all of our
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, including our
annual report on Form 10-K, our quarterly reports on Form 10-Q and our current reports on Form 8-K, as well as
amendments to those reports, These reports are made available on the website as soon as reasonably practicable
after their filing with, or furnishing to, the Securities and Exchange Commission.

Growth Strategy

Our mission is to expand our tableware leadership in a growing world market. To achicve this mission, we have
a growth strategy that emphasizes internal growth as well as growth in low-cost countries through acquired
businesses and green meadow facilities, Having completed the acquisition of Crisa and construction of our new
glass tableware manufacturing facility in China in 2006, we expect during 2007 to focus on internal growth as we
position Libbey to refinance in 2008,

We continue to focus on cur strong brand recognition and identity. We understand that our customers are key to
our success, Therefore, we continue to assist our customers by providing new product development and improved
service and support. In 2006, we introduced more than 700 new products. In addition, our expanded manufacturing
platform in Mexico, Portugal and China will enable us to grow our tableware business in North American and
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International markets, including rapidly growing Asia-Pacific, as they provide a cost-competitive source of glass
tableware for these markets.

Products

Our tableware products consist of glass tableware, ceramic dinnerware, metal flatware, hollowware and
serveware, and plastic items. Qur glass tableware includes tumblers, stemware (including wine glasses), mugs,
bowls, ashtrays, bud vases, salt and pepper shakers. shot glasses, canisters. candleholders and various other items.
Our subsidiary Royal Leerdam sells high-quality stemware. Crisal sells glass tableware, mainly tumblers, stemware
and glassware accessories, Through our Syracuse China and World Tableware subsidiaries, we sell a wide range of
ceramic dinnerware products. These include plates, bowls, platters, cups. saucers and other tubleware accessories.
Our World Tableware subsidiary provides an extensive selection of metal flatware, including knives, forks, spoons
and serving utensils. In addition, World Tableware sells metal hollowware, including serving trays, chafing dishes,
pitchers and other metal tableware accessories. Through our Traex subsidiary, we sell a wide range of plastic
products. These include warewashing and storage racks, trays, dispensers and organizers for the foodservice
industry.

Crisa’s glass tableware product assortment includes the product types produced by Libbey as well as glass
bakeware and handmade glass tableware. In addition, Crisa products include blender jars, meter covers and other
industrial glassware sold principally to original equipment manufacturers.

We also have an agreement to be the exclusive distributor of Luigi Bormioli glassware in the U.S. and Canada
to foodservice users. Luigi Bormioli, based in [taly, is a highly regarded supplier of high-end glassware used in the
finest eating and drinking establishments.

Customers

The customers for our tableware products include approximately 300 foodservice distributors in the U.S. and
Canada. In the retail market, we sell to mass merchants, department stores, retail distributors, national retail chains
and specialty houseware stores. In addition, our industrial market primarily includes customers that use glass
containers for candle and floral applications, craft stores and gourmet food packaging companies. In Europe, we
market glassware to close to 60 distributors and decorators that service the highly developed business-to-business
sector where products are customized with company logos for promotional and resale purposes by large breweries
and distilleries. We also have other customers who use our products for promotional or other private uses. No single
customer accounts for 10 percent or more of our sales, although the loss of any of our major customers could have a
meaningful effect on us.

Sales, Marketing and Distribution

Approximately 80 percent of our sales are to customers located in North America and 20 percent of our sales
are to customers located outside of North America. For segment information for the last three fiscal years, see
note 21| to the Consolidated Financial Statements. We export our products to over 100 countries around the world,
competing in the tableware markets of Latin America, Asia and Evurope, as well as North America.

We have our own sales staff of over 120 sales professionals who call on customers and distributors, In addition,
we retain the services of manufacturing representative organizations to assist in seiling our products. The vast
majority of our tableware sales to foodservice end users are made through foodservice distributors, who serve a vital
function in the distribution of our products and with whom we work closely in connection with marketing and
selling efforts. Most of our retail and industrial market sales are made directly by our sales force.

We also have a marketing staft located at our corporate headquarters in Toledo, Ohio, as well as in Mexico and
in the Netherlands. They engage in developing strategies relating to product development, pricing, distribution,
advertising and sales promotion.

We operate distribution centers located at or near each of our manufacturing facilities (see Properties section).
In addition, we operate distribution centers for our Crisa-supplied products in Laredo, Texas; for our World
Tableware and Traex products in West Chicago, lllinois: and for our glass tableware products in Mira Loma.
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California. The glass tableware manufacturing and distribution centers are strategically located (geographically) to
enable us to supply significant quantities of our product to virtually all of our customers on a timely basis.

The majority of our sales are in the foodservice, retail, business-to-business and industrial markets, which are
further detailed below.

Foodservice

We have, according to our estimates, the leading market share in glass tableware sales in the U.S. and Canadian
foodservice market. Syracuse China, World Tableware and Traex are also recognized as long-established suppliers
of high-quality ceramic dinnerware. metal flatware, hollowware and serveware, and plastic items, respectively.
They are among the leading suppliers of their respective product categories to foodservice end users. The majority
of our tableware sales to foodservice end users are made through a network of foodservice distributors, The
distributors, in turn, sell to a wide variety of foodservice establishments, including national and regional hotel
chains, national and regienal restaurant chains, independently owned bars, and restaurants and casinos.

Retail

QOur primary customers in the retail market are national and international discount retailers. In recent years, we
have been able to increase our retail sales by increasing our sales to spectalty houseware stores. Royal Leerdam sells
to similar retail ¢lients in Europe, while Crisal is increasingly positioned with retailers on the Iberian Peninsula. In
addition to glassware, we sell imported ceramic dinnerware to retailers in the United States and Canada under the
LIBBEY® brand name. With this expanded retail representation. we are better positioned to successfully introduce
profitable new products. We also operate cutlet stores located at or near the majority of our manufacturing locations,
In addition, we sell selected items on the internet at www.libbey.com.

Business-to-Business

Royal Leerdam and Crisal supply glassware to the business-to-business channe! of distribution in Europe.
Customers in this channel include marketers who customize our glassware with company logos and resell these
products to large breweries and distilleries which redistribute the glassware for promotional purposes and resale,

Indusirial

We are a major supplier of glassware for industrial markets in the U.S. Industrial uses primarily include candle,
floral applications and blender jars, The craft industries and gourmet food packing companies are also industrial
consumers of glassware. We have expanded our sales to industrial users by offering ceramic and metalware items.

Seasonality

Primarily due to the tmpact of consumer buying patterns and production activity, our operating income,
excluding special charges, tends to be stronger in the second and third quarters and weaker in the first and fourth
quarters of each year. In addition, our cash flow from operations tends o be stronger in the second and fourth
quarters and weaker in the first and third quarters each year due to seasonal working capital needs.

Backlog

Our backlog as of December 31, 2006, was approximately $15.3 million, compared to approximately
$13.1 million at December 31, 2005. Backlog includes orders confirmed with a purchase order for products
scheduled to be shipped to customers in a future period. Because orders may be changed and/or cancelled, we do not
believe that our backlog is necessarily indicative of actual sales for any future period.

Manufacturing and Sourcing

In the United States. we currently own and operate one glass tableware manufacturing plant in each of Toledo,
Ohio, and in Shreveport. Louisiana. In Europe, we own and operate two glassware manufacturing plants, one in
Leerdam, Netherlands, and the other in Marinha Grande. Portugal. Our new glass tableware production facility in
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China is complete. and production at that facility has begun. We expect to begin shipping product manufactured at
that facility in earty April 2007. We own one glass tableware manufaciuring plant in Monterrey, Mexico. Finally, we
own and operate a ceramic dinnerware plant in Syracuse, New York, and a plastics plant in Dane, Wisconsin.

The manufacture of our tableware products involves the use of automated processes and technologies. Much of
our glass tableware production machinery was designed by us and has evolved and been continuously refined to
incorporate technology advancements. We believe that our production machinery and equipment continue to be
adequate for our needs in the foreseeable future, but we continue to invest in equipment to further improve our
production efficiency and reduce our cost profile.

Our glass tableware products generally are produced using one of two manufacturing methods or, in the case of
certain stemware, 3 combination of such methods. Most of our tumblers, stemware and certain other glass tableware
products are produced by forming molten glass in molds with the use of compressed air. These products are known
as “blown™ glass products. Our other glass tableware products and the stems of certain of our stemware are
“pressware” products, which are produced by pressing molten glass into the desired product shape.

Ceramic dinnerware is also produced through the forming of raw materials into the desired product shape and
is cither manutactured at our Syracuse, New York. production facility or imported primarily from China and
Bangladesh. All metal flatware and metal hollowware are sourced by our World Tableware subsidiary, primarily
from China. Plastic products are also produced through the molding of raw materials into the desired shape and are
manufactured at our Dane, Wisconsin, production facility or imported primarily from Taiwan and China.

To assist in the manufacturing process, we employ u leam of engineers whose responsibilities include efforts to
improve and upgrade our manufacturing facilities, equipment and processes, In addition, they provide engineering
required to manufacture new products and implement the large number of innovative changes continuocusly being
made to our product designs, sizes and shapes (see Research and Development section).

Materials

Our primary materials are sand, lime, soda ash, corrugated packaging, clay, resins and colorants. Historically,
these materials have been available in adequate supply from multiple sources. However, for certain materials, there
may be temporary shortages due to weather or other factors, including disruptions in supply caused by material
transportation or production delays. Such shortages have not previously had. and are not expected in the future to
have, a material adverse effect on our operations. Natural gas is a primary source of energy in most of our
production processes, and variability in the price for natural gas has had and could continue to have an impact on our
profitability. Historically, we have used natural gas hedging contracts to partially mitigate this impact. In addition,
resins are a primary source of materials for our Traex operation, and, historically, the price for resins has fluctuated,
directly impacting our profitability. We alse experience fluctuations in the cost to deliver materials to our facilities,
and such changes affect our carnings.

Research and Development

Our core competencies include our engineering excellence and world-class manufacturing techniques. Our
focus is to increase the quality of our products and enhance the profitability of our business through research and
development. We will continue to invest in strategic research and development projects that will further enhance our
ability 1o compete in our core business,

We employ a team of engineers, in addition 10 external consultants, to conduct research and development.
During the last three years, our expenditures on research and development activities related to new and/or improved
products and processes were $2.3 million in 2006, $2.4 million in 2005, and $2.2 million in 2004. These costs were
expensed as incurred.

Patents, Trademarks and Licenses

Based upon market research and surveys, we believe that our trade names and trademarks as well as our
product shapes and styles enjoy a high degree of consumer recognition and are valuable assets. We believe that the
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Libbey®, Syracuse® China, World® Tableware, Crisa®, Royal Leerdam® and Traex® trade names and trademarks
are material to our business.

We have rights under a number of patents that relate to a variety of products and processes. However, we do not
consider that any patent or group of patents relating to a particular product or process is of material importance to
our business as a whole.

Competitors

Our business is highly competitive, with the principal competitive factors being customer service, price,
product quality, new product development, brand name, and delivery time.

Competitors in glass tableware include, among others:

Arc International (a private French company), which manufactures and distributes glass tableware
worldwide;

Pasabahce (a unit of Sisecam, a Turkish Company), which manufactures glass tableware at various sites
throughout the world and sells to retail and foodservice customers worldwide;

Indiana Glass Company (a unit of Lancaster Colony Corporation}, which manufactures in the U.S. and sells
glassware;

Oneida Ltd., which sources glass tableware from foreign and domestic manufacturers;

Anchor Hocking (a unit of Global Home Products, which currently is in bankruptcy), which manufactures
and distributes glass heverageware, industrial products, and bakeware primarily to retail. foodservice and
industrial markets.

Bommioli Rocco group, which manufactures glass tableware in Europe, where the majority of its sales are to
retail and foodservice customers; and

Various sourcing companies.

Other materials such as plastics also compete with glassware.

Competitors in U.S. ceramic dinnerware include, among others:

Homer Laughlin;
Oneida Ltd.;
Steelite: and

Various sourcing companies.

Competitors in metal ware include:

Oneida Ltd.;
Walco, Inc.; and

Various sourcing companies.

Competitors in plastic products are, among others:

Cambro Manufacturing Company;
Carlisle Companies Incorporated; and

Various sourcing companies.




Environmental Matters

Our operations, in common with those of industry generally, are subject to numerous existing laws and
governmental regulations designed to protect the environment, particularly regarding plant wastes and emissions
and solid waste disposal. We also may be subject to proposed laws and governmental regulations as they become
finalized. We have shipped. and we continue to ship, waste materials for off-site disposal. However, we are not
named as a potentially responsible party with respect to any waste disposal site matters pending prior to June 24,
1993, the date of Libbey’s initial public offering and separation from Owens-lllinois, Inc. (Owens-lllinois). Owens-
Ilinois has been named as a potentially responsible party or other participant in connection with certain waste
disposal sites to which we also may have shipped wastes prior to June 24, 1993, We may bear some responsibility in
connection with those shipments. Pursuant to an indemnification agreement between Owens-I1linois and Libbey.
Owens-Illinois has agreed to defend and hold us harmless against any costs or liabilities we may incur in connection
with any such matters identified and pending as of June 24, 1993, and 1o indemnify us for any liability that results
from these matters in excess of $3 million. We believe that if it is necessary to draw upon this indemnification,
collection is probable.

Pursuant to the indemnification agreement referred to above, Owens-lllinois is defending us with respect to the
King Road landfill. In January 1999, the Board of Commissioners of Lucas County, Ohio instituted a lawsuit against
Owens-Hlinois, Libbey and numerous other defendants. (Fifty-nine companies were named in the complaint as
potentially responsible parties.) In the lawsuit, which was filed in the United States District Court for the Northern
District of Ohio, the Board of Commissioners sought to recover contribution for past and future costs incurred by
the County in response to the release or threatened release of hazardous substances at the King Road landfill
formerly operated and closed by the County. The Board of Commissioners dismissed the lawsuit without prejudice
in October 2000. At the time of the dismissal, the parties to the lawsuit anticipated that the Board of Commissioners
would re-file the lawsuit after obtaining more information as to the appropriate environmental remedy. As of this
date, it does not appear that re-filing of the lawsuit is imminent. In view of the uncertainty as to re-filing of the suit,
the numerous defenses that may be available against the County on the merits of its claim for contribution, the
uncertainty as to the environmental remedy, and the uncertainty as to the number of potentially responsible parties.
it currently is not possible to quantify any exposure that Libbey may have with respect to the King Road landfill.

Subsequent to June 24, 1993, we have been named a potentially responsible party at four other sites. In each
case. the claims have been settled for immaterial amounts. We do not anticipate that we will be required 1o pay any
further sums with respect to these sites unless unusual and unanticipated contingencies occur.

On October 10, 1995, Syracuse China Company. our wholly owned subsidiary. acquired from The Pfaltzgratt
Co. and certain of its subsidiary corporations. the assets operated by them as Syracuse China. The Pfaltzgraff Co.
and the New York State Department of Environmental Conservation (DEC) entered into an Order on Consent
effective November 1, 1994, that required Pfaltzgraff to prepare a Remedial Investigation and Feasibility Study
(RI/FS) to develop a remedial action plan for the site (which includes among other items a landfill and wastewater
and sludge ponds and adjacent wetlands located on the property purchased by Syracuse China Company) and to
remediate the site. Although Syracuse China Company was not a party to the Order on Consent, as part of the Asset
Purchase Agreement Syracuse China Company agreed to share a part of the remediation and related expense up to
the lesser of 50 percent of such costs or $1,350,000. Construction of the approved remedy began in 2000 and was
substantially completed in 2003. Accordingly. Syracuse China Company's obligation with respect to the associated
costs has been satisfied.

fn addition, Syracuse China Company has been named as a potentially responsible party by reason of its
potential ownership of certain property that adjoins its plant and that has been designated a sub-site of a superfund
site. We belicve that any contamination of the sub-site was caused by and will be remediated by other parties at no
cost to Syracuse China Company. Those other parties have acquired ownership of the sub-site. and their acquisition
of the sub-site should end any responsibility of Syracuse China with respect to the sub-site. We believe that, even if
Syracuse China Company were deemed to be responsible for any expense in connection with the contamination of
the sub-site, it is likely the expense would be shared with Pfaltzgraff pursuant to the Asset Purchase Agreement.

In connection with the closure of our City of Industry, California, glassware manufacturing facility. on
December 30. 2004, we sold the property on which the facility was located to an entity affiliated with Sares-Regis
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Group, a large real estate development and investment firm. Pursuant to the purchase agreement, the buyer leased
the property back 1o us in order to enable us to cease operations, to relocate equipment to our other glassware
manufacturing facilities. to demolish the improvements on the property and to remediate certain environmental
conditions affecting the property. All demolition and required remediation were completed by December 31, 2005,
and the lease was terminated on that date, We have agreed to indemnify the buyer for hazardous substances located
on, in or under, or migrating from, the property prior to December 31, 2005. We do not expect to incur any
significant future losses related 10 this site.

We regularly review the facts and circumstances of the various environmental matters affecting us, including
those covered by indemnification. Although not free of uncertainties, we believe that our share of the remediation
costs at the various sites, based upon the number of parties involved at the sites and the estimated cost of undisputed
work necessary for remediation based upon known technology and the experience of others, will not be material to
us. There can be no assurance, however, that our future expenditures in such regard will not have a material adverse
effect on our financial position or results of operations.

In addition, occasionally the federal government and various state authorities have investigated possible health
issues that may arse from the use of lead or other ingredients in enamels such as those used by us on the exterior
surface of our decorated products. In that connection, Libbey Glass Inc. and numerous other glass tableware
manufaciurers, distributors and importers entered into a consent judgment on August 31, 2004 in connection with an
action, Leeman v. Arc International North America, Inc. et al, Case No. CGC-003-418025 (Superior Court of
California. San Francisco County) brought under California’s so-called “Proposition 65.” Proposition 65 requires
businesses with ten or more employees to give a “clear and reasonable warning” prior to exposing any person to a
detectable amount of a chemical listed by the state as covered by this statute. Lead is one of the chemicals covered
by that statute. Pursuant to the consent judgment, Libbey Glass Inc. and the other defendants (including Anchor
Hocking and Arc International North America, Inc.) agreed, over a period of time. 1o reformulate the enamels used
to decorate the external surface of certain glass tableware items to reduce the lead content of those enamels.

Capital expenditures for property, plant and cquipment for environmental control activities were not material
during 2006. We believe that we are in material compliance with applicable federal, state and local environmental
laws, and we are not aware of any regulatory initiatives that are expected to have a material effect on our products or
operitions.

Employees

Our employees are vital to achieving our vision to be “World — Class, Second to None” and our mission “to
expand our tableware leadership in a growing world market.” We strive to achieve our vision and mission through
our values of teamwork, change, performance, respect and development.

We employed approximately 7,150 persons at December 31, 2006. Just under 60 percent of our employees are
employed outside the U.S., and the majority of our employees are paid hourly and covered by collective bargaining
agreements. The agreements with our unionized employees in Toledo, Ohio expire on September 30, 2007, and the
agreement with our unionized employees in Shreveport, Louisiana expires on December 15, 2008. The agreement
with our unionized employees at our Syracuse China facility expires on May 15, 2009, and the agreement with the
approximately 30 hourly employees at our Mira Loma, California distribution center expires on November 15,
2009. Crisa's collective bargaining agreements with its unionized employees have no expiration, but wages are
reviewed annually and benefits are reviewed every two years. Crisal does not have a written collective bargaining
agreement with its unionized employees but does have an oral agreement that is revisited annually. Royal
Leerdam’s collective bargaining agreement with its unionized employees expires on July 1, 2007,

ITEM 1A. RISK FACTORS

The following factors are the most significant factors that can impact year-to-year comparisons and may affect
the future performance of our businesses. New risks may emerge, and management cannot predict those risks or
estimate the extent to which they may affect our financial performance.
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Slowdowns in the retail, travel, restaurant and bar, or entertainment industries, such as those caused by
general economic downturns, terrorism, health concerns or strikes or bankruptcies within those indus-
tries, could reduce our revenues and production activity levels.

Our business is affected by the health of the retail, travel, restaurant, bar or entertainment industries.
Expenditures in these industries are sensitive to business and personal discretionary spending levels and may
decline during general economic downturns. Additionally, travel is sensitive to safety concerns, and thus may
decline after incidents of terrorism, during periods of geopolitical conflict in which travelers become concerned
about safety issues, or when travel might involve health-related risks. For example, demand for our products in the
foodservice industry, which is critical to our success, was significantly impacted by the events of September 11,
2001. In addition, demand for glassware in some of the industrial markets that we supply has declined in recent
years. This decline is due, in part, to a decrease in retail sales of candle items by candle item manufacturers for
whom we supply glassware. Demand for glassware with external enamel decorations that we supply to the
foodservice, retail and premium channels and for undecorated glassware that buyers decorate and redistribute to
retail and industrial customers also has decreased as a result of marketplace confusion related to California’s
Proposition 65. Proposition 65 requires that clear and reasonable warnings be given in connection with the sale or
distribution of products that expose consumers to certain chemicals, such as the lead contained in some enamels
used to decorate glassware, that the State of California has determined either are carcinogenic or pose a risk of
reproductive toxicity. We have received claims from retailers for indemnification in litigation relating to Prop-
osition 65, and, in order to avoid litigation expenses, we recently have agreed 1o pay an immaterial amount to settle
one such claim. Further declines in these sectors may lead to continued adverse effect on our results of operations.
The long-term effects of events or trends such as these could include, among other things, a protracted decrease in
demand for our products. These effects, depending on their scope and duration, which we cannot predict at this time,
could significantly impact our results of operations and financial condition.

We face intense competition and competitive pressures that could adversely affect our results of opera-
tions and financial condition.

Our business is highly competitive, with the principal competitive factors being customer service. price,
product quality, new product development, brand name, and delivery time. Advantages or disadvantages in any of
these competitive factors may be sufficient to cause the customer to consider changing manufacturers.

Competitors in glass tableware include, among others:
» Imports from varied and numerous factories from China;

Arc International {(a private French company), which manufactures and distributes glass tableware
worldwide;

Pasabahce (a unit of Sisecam, a Turkish company), which manufactures glass tableware at various sites
throughout the world and sells to all sectors of the glass industry worldwide;

Oneida Lid., which sources glass tableware from foreign and domestic manufacturers and recently emerged
from bankruptcy;

Anchor Hocking (a unit of Global Home Products, which is in bankruptcy). which manufactures and
distributes glass beverageware, industrial products and bakeware primarily to retail, foodservice and
industrial markets;

Indiana Glass Company (a unit of Lancaster Colony Corporation), which manufactures in the U.S. and sells
glassware;

Bormioli Rocco Group, which manufactures glass tableware in Europe, where the majority of its sales are to
retail and foodservice customers; and

= Numerous other sourcing companies.

In addition, tableware made of other materials such as plastics competes with glassware.
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Some of our competitors have greater {financial and capital resources than we do and continue to invest heavily
to achieve increased production efficiencies. Competitors may have incorporated more advanced technology in
their manufacturing processes. including more advanced automation techniques. Qur labor and energy costs may
also be higher than those of some foreign producers of glass and ceramic tableware. We may not be successful in
managing our labor and energy costs or gaining operating efficiencies that may be necessary (o remain competitive.
In addition, our products may be subject to competition from low-cost imports that intensify the price competition
we face in our markets. Finally, we may need to increase incentive payments in our marketing incentive program in
order to remain compelitive. Increases in these payments would adversely affect our operating margins.

Competitors in the U.S. market for ceramic dinnerware include, among others: Homer Laughlin: Oneida Ltd.
Steelite; and various sourcing companies. Competitors in metalware include, among others: Oneida Lid.; Walco,
Inc.; and various sourcing companies, Competitors in plastic products include, among others: Cambro Manufac-
turing Company; Carliste Companies Incorporated; and various sourcing companies. In Mexico, where a larger
portion of our sales are in the retail market, our primary competitors include Vidriera Santos and Vitro Par in the
candle category and imports from foreign manufacturers located in countries such as China, France, Ttaly and
Colombia in other categories. Competitive pressures from these competitors and preducers could adversely affect
our results of operations and financial condition.

International economic and political factors could affect demand for imports and exports, and our finan-
cial condition and results of operations could be adversely impacted as a result.

Our operations may be affected by actions of foreign governments and global or regional cconomic
developments. Global economic events, such as changes in foreign import/export policy, the cost of complying
with environmental regulations or currency fluctuations, could also affect the level of U.S. imports and exports,
thereby affecting our sales. Foreign subsidies, foreign trade agreements and each country’s adherence to the terms
of these agreements can raise or lower demand for our products. National and international boycotts and embargoes
of other countries’ or U.S. imports and/or exports, together with the raising or lowering of tariff rates, could affect
the level of competition between our foreign competitors and us. Foreign competition has, in the past, and may, in
the future, result in increased low-cost imports that drive prices downward. The World Trade Organization met in
November 2001 in Doha, Qatar, where members launched new multilateral trade negotiations aimed at improving
market access. reducing and eventually phasing out all forms of export subsidies and substantially reducing trade-
distorting domestic support. The current range of tariff rates applicable to glass tableware products that are imported
into the U.S. and are of the type we manufacture in North America is approximately 21.0 percent. However. any
negative changes to international agreements that lower duties or improve access to U.S. markets for our
competitors, particularly chunges arising out of the World Trade Organization’s ongoing discussions in Doha,
could have an adverse effect on our financial condition and results of operations. As we execule our strategy of
acquiring manufacturing platforms in lower cost regions and increasing our volume of sales in overseas markets,
our dependence on international markets and our ability to effectively manage these risks has increased and will
continue to increase significantly.

We may not be able to effectively integrate Crisa or future businesses we acquire.

On June 16, 2006, we completed the acquisition of Vitro’s 51 percent equity interest in Crisa, bringing our
ownership in Crisa to 100 percent. The acquisition of Crisal (completed in January 2005), Crisa and any future
acquisitions are subject to various risks and uncertainties, including:

= the inability to integrate effectively the operations, products, technologies and personnel of the acquired
companies (some of which are spread out in different geographic regions) and to achicve expected synergies;

= the potential disruption of existing business and diversion of management’s attention from day-to-day
operations;

* the inability to maintain uniform standards, controls, procedures and policies or correct deficient standards,
controls, procedures and policies, including internal controls and procedures sufficient to satisfy regulatory
requirements of a public company in the U.S;
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« the incurrence of contingent obligations that were not anticipated at the time of the acquisitions:

* the failure of Vitro to provide necessary transition services to Crisa. including the services of a general
manager, information technology services and others;

* the need or obligation to divest portions of the acquired companies; and
* the potential impairment of relationships with customers.

In addition, we cannot assure you that the integration and consolidation of newly acquired businesses,
including Crisa, will achieve any anticipated cost savings and operating synergies. For example, integration and
consolidation at Crisa entails operational risks in moving and rebuilding machines and furnaces, reducing
headcount and developing internal information technology and other services that were previously provided by
Vitro. The separation of Crisa from Vitro reguires us o renegotiate or replace shared contracts and obtain consents
and assignments from third parties, all of which may result in additional costs. In connection with the consolidation
of Crisa’s two principal manufacturing facilities, we incurred charges of approximately $18.9 million in 2006 for
write-downs of property, plant and equipment and write-off of inventory. We also expect to make significant capital
expenditures as part of the capacity rationalization plan at Crisa. We made approximately $11.4 million of capital
expenditures in connection with the Crisa rationalization plan in 2006: we estimate that additional capital
expenditures relating to Crisa’s capacity rationalization plan will total approximately $6.3 million through
2009. The inability to integrate and consolidate operations and improve operating efficiencies at Crisa could
have a material adverse effect on our business, financial condition and results of operations.

We may not be able to achieve the objectives of our strategic plan.

Our strategy to improve our operating performance depends en our ability to defend our leadership position in
the U.S. foodservice market for glass tableware and reduce our enterprise costs through LEAN initiatives while
expanding our manufacturing platform into low-cost countries and increasing our international sales. The execution
of this multi-pronged strategy depends on our ability 10 maintain our margins in the U.S. and Canadian foodservice
industry, historically the most profitable portion of our business but also an increasingly competitive market. We
must also be successful in reducing our cost structure and obtaining the cooperation of our largeiy union workforce
in doing so. The success of our plan also will depend on our ability to increase sales in international markets in
which we have significantly less experience than we have in our domestic operations, the successful integration of
Crisa into our North American operations and the successful integration of Royal Leerdam and Crisal to create a
more efficient and effective competitor in Europe. In addition to the significant investment of management time and
attention to these international initiatives, our strategy also will require significant capital to complete the
rationalization and upgrade of the Crisa operations and significant capital in connection with the operation of
our facility in China. Since we intend to benefit from our international initiatives primarily by expanding our sales in
the local markets of other countries, our success depends on continued growth in these markets, including Europe,
Latin America and Asia-Pacific.

Natural gas, the principal fuel we use to manufacture our products, is subject to fluctuating prices; fluc-
tuations in natural gas prices could adversely affect our results of operations and financial condition.

Natural gas is the primary source of energy in most of our production processes. We do not have long-term
contracts for natural gas and are therefore subject to market variables and widely fluctuating prices. Consequently,
our operating results are strongly linked to the cost of natural gas. As of December 31. 2006, we had forward
contracts in place to hedge approximately 60 percent of our estimated 2007 natural gas needs with respect to our
North American manufacturing facilities and approximately 35 percent of our estimated 2007 natural gas needs
with respect to our international manufacturing facilities. For the years ended December 31, 2006 and 2003,
including Crisa on a pro forma basis, we spent approximately $53.3 million and $51.7 million, respectively, on

natural gas. We have no way of predicting to what extent natural gas prices will rise in the future. To the extent that
we are not able to offset increases in natural gas prices, such as by passing along the cost to our customers, these
increases could adversely impact our margins and operating performance,

11




If we are unable to obtain sourced products or materials at favorable prices, our operating performance
may be adversely affected.

Sand, soda ash, lime, clay, corrugated packaging and resins are the principal materials we use. In addition, we
obtain glass tableware, ceramic dinnerware, metal flatware and hollowware from third parties. We may experience
temporary shortages due to disruptions in supply caused by weather, transportation, production delays or other
factors that would require us to secure our sourced products or raw materials from sources other than our current
suppliers. If we are forced to procure sourced products or materials from alternative suppliers, we may not be able to
do so on terms as favorable as our current terms or at all. In addition, resins are a primary material for our Traex
operation and, historically, the price for resins has fluctuated with the price of oil, directly impacting our
profitability. Material increases in the cost of any of these items on an industry-wide basis may have an adverse
impact on our operating performance and cash flows if we are unable to pass on these increased costs to our
customers.

Charges related to our employee pension and postretirement welfare plans resulting from market risk and
headcount realignment may adversely affect our results of operations and financial condition.

In connection with our employee pension and postretirement welfare plans, we are exposed to market risks
associated with changes in the various capital markets. Changes in long-term interest rates affect the discount rate
that is used to measure our obligations and related expense. Our total pension and postretirement welfare expense,
including penston settlement and curtailment charges, for all U.S. and non-U.S. plans was $14.8 million and
$16.4 million for the years ended December 31, 2006 and 2005, respectively, Changes in the equity and debt
securities markets affect our pension plan asset performance and related pension expense. Sensitivity to these key
market risk factors is as follows:

* A change of | percent in the discount rate would change our total pension expense by approximately
$3.7 million.

* A change of | percent in the expected long-term rate of return on plan assets would change total pension
expense by approximately $2.4 million based on year-end data.

Because the market rate for high-quality fixed income investments is higher than in 2005, our assumed
discount rate has been increased from 5.60 percent in 2005 to a range of 53.77 percent to 5.82 percent in 2006 for our
U.S. pension and postretirement welfare plans. A higher discount rate decreases the present value of benefit
obligations and decreases pension expense. We had significant nonpension postretirement obligations in the U.S.
and Canada totaling $41.7 million and $38.3 million at December 31, 2006 and December 31, 2005, respectively.
None of those non-pension postretirement obligations is funded. A change of 1 percent in the discount rate changes
our nonpension postretirement expense by $0.2 million.

As part of our pension expense, we incurred pension settlement charges of $2.0 million and $4.9 million in
2006 and 2005, respectively, and pension curtailment charges of $4.0 million during 2004, These charges were
triggered by excess lump sum distributions taken by employees. The 2005 and 2004 charges were attributable to
headcount reductions related to our capacity realignment and salaried workforce reduction programs and by
headcount reductions related to the 2005 closure of our City of Industry, California manufacturing facility. For
further discussion of these charges, see notes 10 and 12 to our consolidated financial statements. To the extent that
we experience additional headcount shifts or changes as we continue to implement our capacity realignment
programs, we may incur further expenses related to our employee pension plans, which could have a material
adverse effect on our results of operations and financial condition. For example, we anticipate an additional
$2.0 million pension settlement charge in 2007 as a result of excess lump sum distributions taken by employees.

Our business requires significant capital investment and maintenance expenditures that we may be unable

to fulfill.

Our operations are capital intensive, requiring us to maintain a large fixed cost base. Our total capital
expenditures were $73.6 million for the year ended December 31, 2006, and $44.3 million for the year ended
December 31, 2005. Our capital expenditures associated with Crisa’s operations include approximately
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$11.4 million in 2006 relating to capacity rationalization as we consolidate Crisa’s two manufacturing faciiities into
a single facility. In addition, we have incurred capital expenditures of approximately $36.9 million and $14.8 mil-
lion, as of December 31, 2006 and December 31, 2005, respectively, related to construction of our facility in China.

Our business may not generate sufficient operating cash flow, and external-financing sources may not be
available in an amount sufficient to enable us to make anticipated capital expenditures.

Our business requires us to maintain a large fixed cost base that can affect our profitability.

The high levels of fixed costs associated with operating glass production plants encourage high levels of
output, even during periods of reduced demand, which can lead to excess inventory levels and exacerbate the
pressure on profit margins, For example, in 2005, we liquidated approximately $13.0 million of inventory at
reduced margins and slowed production in certain areas of our operations in order to restore our inventory levels.
Our profitability is dependent, in part, on our ability to spread fixed costs over an increasing number of products sold
and shipped, and if we reduce our rate of production, as we did in 2005, our costs per unit increase, negatively
impacting our gross margins. Decreased demand or the need to reduce inventories can lower our ability to absorb
fixed costs and materially impact our results of operations.

Unexpected equipment failures may lead to production curtailments or shutdowns.

Qur manufacturing processes are dependent upon critical glass-producing equipment, such as furnaces,
forming machines and lehrs. This equipment may incur downtime as a result of unanticipated failures. We may in
the future experience facility shutdowns or periods of reduced production as a result of these equipment failures.
Unexpected interruptions in our production capabilities would adversely affect our productivity and results of
operations for the affected period.

If our investments in new technology and other capital expenditures do not yield expected returns, our
results of operations could be reduced.

The manufacture of our tableware products involves the use of automated processes and technologies. We
designed much of our glass tableware production machinery internally and have continued to develop and refine this
equipment to incorporate advancements in technology. We will continue to invest in equipment and make other
capital expenditures to further improve our production efficiency and reduce our cost profile. To the extent that
these investments do not generate targeted levels of returns in terms of efficiency or improved cost profile, our
financial condition and results of operations could be adversely affected.

An inability to meet targeted production and profit margin goals in connection with the operation of our
new production facility in China could result in significant additional costs or lost sales.

We expect to incur startup losses in connection with the operation of our new facility in China. We intend to use
this production facility to supply China and the rest of the Asia-Pacific market and to improve our competitive
position in that region. We began production of glass tableware at this facility in early 2007.

If we are unable to meet targeted production and profit margin geals in connection with the operation of our
Chinese facility, our profits could be reduced, which would adversely affect our results of operations and financial
condition.

We may not be able to renegotiate collective bargaining agreements successfully when they expire; orga-
nized strikes or work stoppages by unionized employees may have an adverse effect on our operating
performance.

We are party to collective bargaining agreements that cover most of our manufacturing employees. The
agreements with our unionized employees in Toledo, Ohio expire on September 30, 2007, and the agreement with
our unionized employees in Shreveport, Louisiana expires on December 15, 2008. The agreement with our
unionized employees at our Syracuse China facility expires on May 15, 2009, and the agreement with the
approximately 30 hourly employees at our Mira Loma, California distribution center expires on November 15,
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2009. Crisa’s collective bargaining agreements with its unionized employees have no expiration, but wages are
reviewed annually and benefits are reviewed every two years. Crisal does not have a written collective bargaining
agreement with its unionized employees but does have an oral agreement that is revisited annually. Royal
Leerdam’s collective bargaining agreement with its unionized employees expires on July 1, 2007.

We may not be able to successfully negotiate new collective bargaining agreements without any labor
disruption. If any of our unionized employees were to engage in a strike or work stoppage prior to expiration of their
existing collective bargaining agreements, or if we are unable in the future to negotiate acceptable agreements with
our unionized employees in a timely manner, we could experience a significant disruption of operations. In
addition, we could experience increased operating costs as a result of higher wages or benefits paid to union
members upon the execution of new agreements with our labor unions. We could also experience operating
inefficiencies as a result of preparations for disruptions in production, such as increasing production and inven-
tories. Finally, companies upon which we are dependent for raw materials, transportation or other services could be
attected by labor difficulties. These factors and any such disruptions or difficuities could have an adverse impact on
our operating performance and financial condition.

In addition, we are dependent on the cooperation of our largely unionized workforce to implement and adopt
the LEAN initiatives that are critical to our ability to improve our production efficiency. The effect of strikes and
other slowdowns may adversely affect the degree and speed with which we can adopt LEAN optimization
objectives and the success of that program.

We are subject to risks associated with operating in foreign countries. These risks could adversely affect
our results of operations and financial condition.

We operate manufacturing and other facilities throughout the world. As a result of our international operations,
we are subject to risks associated with operating in foreign countries, including:

* political, social and ecconomic instability;

= war, civil disturbance or acts of terrorisim;

« taking of property by nutionalization or expropriation without fair compensation:
* changes in government policies and regulations;

s devaluations and fluctuations in currency exchange rates;

* imposition of limitations on conversions of foreign currencies into dollars or remittance of dividends and
other payments by foreign subsidiaries;

* imposition or increase of withholding and other taxes on remittances and other payments by foreign
subsidiaries;

= ineffective inteliectual property protection;
*» hyperinflation in certain foreign countries; and
* impositions or increase of investment and other restrictions or requirements by foreign governments.
The risks associated with operating in foreign countries may have a material adverse effect on our results of
operations and financial condition.
High levels of inflation and high interest rates in Mexico could adversely affect the operating results and
cash flows of Crisa.

Mexico has experienced high levels of inflation and high domestic interest rates. The annual rate of inflation,
as measured by changes in the Mexican National Consumer Price Index. was approximately 4 percent for 2006,
3.3 percent for 2005 and 5.2 percent for 2004. If Mexico experiences high Jevels of inflation, Crisa’s operating
results and cash flows could be adversely affected, and, more generally, high inflation might result in fower demand
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or lower growth in demand for Crisa’s glass tableware products, thereby adversely affecting our results of
operations and financtal condition.

Fluctuation of the currencies in which we conduct operations could adversely affect our financial condi-
tion and results of operations.

Changes in the value of the various currencies in which we conduct operations relative to the U.S. dollar,
including the euro, the Mexican Peso and the Chinese Yuan (“RMB"), may result in significant changes in the
indebtedness of our non-U.S. subsidiaries.

Currency fluctuations between the U.S, dollar and the currencies of our non-U.S. subsidiaries affect our results
as reported in U.S. dollars, particularly the earnings of Crisa as expressed under U.S. GAAP, and will continue to
affect our financial income and expense, our revenues from international settlements.

Fluctuations in the value of the foreign currencies in which we operate relative to the U.S. dollar could
reduce the cost competitiveness of our products or those of our subsidiaries.

Major fluctuations in the value of the euro, the Mexican peso or the RMB relative to the U.S. dollar and other
major currencies could reduce the cost competitiveness of our products or those of our subsidiaries, as compared to
foreign competition. For example, if the U.S. dollar were to appreciate against the euro, the Mexican peso or the
RMB, the purchasing power of those currencies effectively would be reduced against the U.S. dollar, making our
U.S.-manufactured products more expensive in the euro zone, Mexico and China compared to local competitors. An
appreciation of the U.S. dollar against the curo, the Mexican peso or the RMB also would increase the cost of
U.S. dollar-denominated purchases for our operations in the euro zone, Mexico and China, including purchases of
raw materials. We would be forced to deduct these cost increases from our profit margin or attempt to pass them
along to consumers. These fluctuations could adversely affect our results of operations and financial condition.

Devaluation or depreciation of, or governmental conversion controls over, the foreign currencies in which
we operate could affect our ability to convert the earnings of our foreign subsidiaries into U.S. dollars.

Major devaluation or depreciation of the Mexican peso could result in disruption of the international foreign
exchange markets and may limit our ability to transfer or to convert Crisa’s Mexican peso earnings into U.S. dollars
and other currencies upon which we will rely in part to satisfy our debt obligations. While the Mexican government
does not currently restrict, and for many years has not restricted, the right or ability of Mexican or foreign persons or
entities to convert pesos into U.S. dollars or to transfer other currencies out of Mexico, the government could
institute restrictive exchange rate policies in the future; restrictive exchange rate policies could adversely affect our
results of operations and financial condition,

In addition, the government of China imposes controls on the convertibility of RMB into foreign currencies
and, in certain cases. the remittance of currency out of China. Shortages in the availability of foreign currency may
restrict the ability of our Chinese subsidiaries to remit sufficient foreign currency to make payments to us. Under
existing Chinese foreign exchange regulations, payments of current account items, including profit distributions,
interest payments and expenditures from trade-related transactions, can be made in foreign currencies without prior
approval from the Chinese State Administration of Foreign Exchange by complying with certain procedural
requirements. However, approval from appropriate government authorities is required where RMB are to be
converted into foreign currencies and remitted out of China to pay capital expenses such as the repayment of bank
loans denominated in foreign currencies. In the future, the Chinese government could institute restrictive exchange
rate policies for current account transactions. These policies could adversely affect our results of operations and
financial condition.

If our hedges do not gualify as highly effective or if we do not believe that forecasted transactions would
occur, the changes in the fair value of the derivatives used as hedges would be reflected in our earnings.

We account for derivatives in accordance with SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended by SFAS Nos. 137 and 138. We hold derivative financial instruments to hedge
certain of our interest rate risks associated with long-term debt, commodity price risks associated with forecasted
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future natural gas requirements and foreign exchange rate risks associated with transactions denominated i a
currency other than the U.S. dollar. These derivatives qualify for hedge accounting if the hedges are highly effective
and we have designated and documented contemporaneously the hedging relationships involving these derivative
instruments. If our hedges do not qualify as highly effective or if we do not believe that forecasted transactions
would occur, the changes in the fair value of the derivatives used as hedges will impact our results of operations and
could significantly impact our earnings.

We are subject to various environmental legal requirements and may be subject to new legal requirements
in the future; these requirements could have a material adverse effect on our operations.

Our operations and propertics, both in the U.S. and abroad, are subject to extensive laws, ordinances,
regulations and other legal requirements relating to environmental protection, including legal requirements
governing investigation and clean-up of contaminated properties as well as water discharges, air emissions, waste
management and workplace health and safety. These legal requirements frequently change and vary among
jurisdictions. Compliance with these legal requirements, or the tailure to comply with these requirements may have
a material adverse effect on our operations.

We have incurred, and expect to incur, costs to comply with environmental legal requirements, and these costs
could increase in the future. Many environmental legal requirements provide for substantial fines, orders (including
orders to cease operations) and criminal sanctions for viclations. These legal requirements may apply to conditions
at properties that we presently or formerly owned or operated, as well as at other properties for which we may be
responsible, including those at which wastes attributable to the Company were disposed. A significant order or
Jjudgment against us, the loss of a significant permit or license or the imposition of a significant fine may have a
material adverse effect on operations.

Our failure to protect our intellectual property or prevail in any intellectual property litigation could
materially and adversely affect our competitive position, reduce revenue or otherwise harm our business,

Our success depends in part on our ability to protect our intellectual property rights. We rely on a combination
of patent, trademark, copyright and trade secret laws, licenses, confidentiality and other agreements to protect our
intellectual property rights. However, this protection may not be fully adequate, Qur intellectual property rights may
be challenged or invalidated, an infringement suit by us against a third party may not be successful and/or third
parties could adopt trademarks similar to our own. In particular, third parties could design around or copy our
proprietary furnace, manufacturing and mold technologies, which are important contributors 10 our competitive
position in the glass tableware industry. We may be particularly susceptible to these challenges in countries where
protection of intellectual property is not strong. In addition, we may be accused of infringing or violating the
intellectual property rights of third parties. Any such claims, whether or not meritorious, could result in costly
litigation and divert the efforts of our personnel. Our failure to protect our intellectual property or prevail in any
intellectual property litigation could materially and adversely affect our competitive position, reduce revenue or
otherwise harm our business.

Our business may suffer if we do not retain our senior management.

We depend on our senior management. The loss of services of any of the members of our senior management
team could adversely affect our business until a suitable replacement can be found. There may be a limited number
of persons with the requisite skills to serve in these positions, and we may be unable to locate or employ such
qualified personnel on acceptable terms.

Our high level of debt, as well as incurrence of additional debt, may limit our operating flexibility, which
could adversely affect our results of operations and financial condition and prevent us from fulfilling our
obligations.

We have a high degree of financial leverage. As of December 31, 2006, we had $491.2 million of debt
outstanding, net of discounts and warrants, of which approximately $46.2 million consists of debt secured by a first-
priority lien on our assets and $407.3 million of the Senior Secured Notes, which are secured by a second-priority
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lien on our collateral, and the PIK Notes, which are secured by a third-priority lien on our collateral. Qur ABL
Facility provides for borrowings up to $150.0 million by Libbey Glass and Libbey Europe B.V. (a non-guarantor
subsidiary}, of which, as of December 31, 2006, we had borrowed $46.2 million, with another $8.4 million of
availability being used for outstanding letters of credit. As a result of borrowing base limitations, an additional
$44.7 million was immediately available for borrowing. We have also obtained a loan in the amount of RMB
250 million (approximately $32.0 million) from China Construction Bank Corporation Langfang Economic
Development Area Sub-Branch (“CCBC”) to finance the construction of our Greenfield facility in China (“RMB
Loan™). As of December 31, 2006, we had borrowed the entire amount available under that line of credit. Qur ABL
Facility, the indenture governing the PIK Notes and the indenture governing the Senior Secured Notes require us to
comply with certain covenants, including limits on additional indebtedness, certain business activities and
tnvestments and, under certain circumstances in the case of our ABL Facility, the maintenance of financial ratios
under certain circumstances. See “Management’s Discussion and Analysis; Capital Resources and Liquidity —
Borrowings™ below. We may also incur additional debt in the future.

Our high degree of leverage, as well as the incurrence of additional debt, could have important consequences
for our business, such as:

» making it more difficult for us to satisfy our financial obligations, including with respect to the Senior
Secured Notes and the PIK Notes;

* limiting our ability to make capital investments in order to expand our business;

» limiting our ability to obtain additional debt or equity financing for working capital. capital expenditures,
product development, debt service requirements, acquisitions or other purposes:

= limiting our ability to invest operating cash flow in our business and future business opportunities, because
we use a substantial portion of these funds to service debt and because our covenants restrict the amount of
our investments;

* limiting our ability to withstand business and economic downturns and/or place us at a competitive
disadvantage compared to our competitors that have less debt, because of the high percentage of our
operating cash flow that is dedicated to servicing our debt; and

* limiting our ability to pay dividends.

If we cannot service our debt or if we fail to meet our covenants, we could have substantial liquidity problems.
In those circumstances, we might have to sell assets, delay planned investments, obtain additional equity capital or
restructure our debt. Depending on the circumstances at the time, we may not be able to accomplish any of these
actions on favorable terms or at all.

In addition, the indenture governing the Senior Secured Notes and the indenture governing the PIK Notes
contain restrictive covenants that limit our ability to engage in activities that may be in our long-term best interests.
Our failure to comply with those covenants could result in an event of default that, if not cured or waived, could
result in the acceleration of all of our indebtedness.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The following information sets forth the location

Location

Toleda, Ohio:
Manufacturing
Warchousing/Distribution
Shreveport, Louisiana:
Manufacturing
Warehousing/Distribution
Svracuse, New York:
Manufacturing
Warchousing/Distribution
Dane. Wisconsin:
Manufacturing
Warchousing/Distribution
Moniterrey, Mexico:
Manufacturing
Warehousing/Distribution
Leerdam, Netherlands:
Manufacturing
Warehousing/Distribution
Mira Loma, California:
Warchousing/Distribution
Laredo, Texas:
Warehousing/Distribution
West Chicago, Hlinois:
Warehousing/Distribution

and size of our principal facilities at December 31, 2006:

Square Feet

Marinha Grande, Portugal:

Manufacturing
Warehousing/Distribution
Langfang, China:

Manufacturing
Warehousing/Distribution

In addition to the facilities lisied above, our headquarters (Toledo, Ohio), some warehouses (various locations),
sales offices (various locations) and various outlet stores are located in leased space. We also utilize various

warehouses as needed on a month-to-month basis.

All of our properties are currently being utilized for their intended purpose. We believe that all of our facilities

are well maintained and adequate for our planned operational requirements.

ITEM 3. LEGAL PROCEEDINGS

We are involved in various routine legal proceedings arising in the ordinary course of our business. No pending

legal proceeding is deemed to be material.
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Owned Leased
........................................ 974.000 —
........................................ 988,000 305,000
........................................ 494,000 —
........................................ 165,000 646,000
........................................ 549,000 —
........................................ 104,000 —
........................................ 56,000 —
........................................ 62,000 —
........................................ 502,000 460,000
........................................ 263,000 621,000
........................................ 276,000 —_
........................................ 312,000 326,000
........................................ — 351,000
........................................ 149,000 117,000
........................................ — 249,000
........................................ 217,000 —
........................................ 131,000 68,000
........................................ 350,000 —
........................................ 226,000 —




ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

EXECUTIVE OFFICERS OF THE REGISTRANT

Our executive officers have a wealth of business knowledge, experience and commitment to Libbey. In 2003,
each of Mr. Meier, Chairman of the Board and Chief Executive Officer, and Mr. Reynolds, Executive Vice President
and Chief Operating Officer. celebrated 35 years of service with Libbey. In addition, the average years of service of
all of our executive officers is 20 years.

Name and Title

Professional Background

John F. Meier
Chairman and Chief
Executive Officer

Mr. Meier. 59, has been Chairman of the Board and Chief Executive Officer of
Libbey since the Company went public in June 1993. Since joining the
Company in 1970, Mr. Meier has served in various marketing positions,
including a five-year assignment with Durobor, S.A., Belgium. In 1990,

Mr. Meier was naomed General Manager of Libbey and a corporate Vice
President of Owens-Illinois, Inc., Libbey’s former parent company. Mr. Meier is
a member of the Board of Directors of Cooper Tire & Rubber Company
(NYSE: CTB), Applied Industrial Technologies (NYSE: AIT), and also serves
on the board of his alma mater, Winenberg University. Mr. Meicr has been a
director of the Company since 1987.

Richard I. Reynolds
Executive Vice President
and Chief Operating Officer

Mr. Reynolds, 60, has served as Libbey's Executive Vice President and Chief
Operating Officer since 1995. Mr. Reynolds was Libbey's Vice President and
Chief Financial Officer from June 1993 to 1995. From 1989 to June 1993,
Mr. Reynolds was Director of Finance and Administration. Mr. Reynolds has
been with Libbey since 1970 and has been a direcior of the Company since
1993,

Kenneth G. Wilkes
Vice President,

General Manager
International Operations

Mr. Wilkes, 49, has served as Vice President, General Manager International
Operations since May 2003. He served as Vice President and Chief Financial
Officer of the Company from November 1995 to May 2003. From August 1993
to Novemnber 1995, Mr. Wilkes was Vice President and Treasurer of the
Company. Prior to joining the Company, Mr. Wilkes was a Senior Corporate
Banker. Vice President of The First National Bank of Chicago.

Scott M. Sellick
Vice President and
Chief Financial Officer

Mr. Sellick, 44, has served as Vice President, Chief Financial Officer since May
2003. From May 2002 to May 2003. Mr. Sellick was Libbey’s Director of Tax
and Accounting. From August 1997 to May 2002, he served as Director of
Taxation. Before joining the Company in August 1997, Mr. Sellick was Tax
Director for Stant Corporation and worked in public accounting for Deloitte &
Touche in the audit and tax areas.

Kenneth A. Boerger
Vice President
and Treasurer

Mr. Boerger, 48, has been Vice President and Treasurer since July 1999. From
1994 1o July 1999, Mr. Boerger was Corporate Controller and Assistant
Treasurer. Since joining the Company in 1984, Mr. Boerger has held various
financial and accounting positions. He has been involved in the Company’s
financial matters since 1980, when he joined Owens-lllinois. Inc., Libbey’s
former parent company.

Daniel P. Ibele
Vice President,
General Sales Manager

Mr. Ibele, 46, was named Vice President, General Sales Manager, North
America of the Company in June 2006. From March 2007 to June 2006 he was
Vice President, General Sales Manager of the Company. Previously, Mr. Ibele
had been Vice President. Marketing and Specialty Operations since September
1997. Mr. Ibele was Vice President and Director of Marketing at Libbey from
1995 1o September 1997. From the time he joined Libbey in 1983 until 1995,
Mr. Ibele held various marketing and sales positions.

Timothy T. Paige
Vice President-
Administration

Mr. Paige, 49, has been Vice President-Administration since December 2002.
From January 1997 until December 2002, Mr. Paige was Vice President and
Director of Human Resources of the Company. From May 1993 to January
1997, Mr. Paige was Director of Human Resources of the Company. Prior to
joining the Company, Mr. Paige was employed by Frito-Lay, Inc. in human
TESOUrces management positions.




Name and Title

Professional Background

Susan A. Kovach
Vice President,
General Counsel
and Secretary

Ms. Kovach, 47, has been Vice President, General Counsel and Secretary of the
Company since July 2004. She joined Libbey in December 2003 as Vice
President, Associate General Counsel and Assistant Secretary, Prior 1o joining
Libbey, Ms. Kovach was Of Counsel to Dykema, a large. Detroit-based law
firm, from 2001 through November 2003. She served from 1997 1o 2001 as
Vice President, General Counsel and Corporate Secretary of Omega Healthcare
Investors, Inc. (NYSE: OHI). From 1998 to 2000 she held the same position for
Omega Worldwide, Inc., a NASDAQ-listed firm providing management services
and financing to the aged care industry in the United Kingdom and Australia,
Prior to joining Omega Healthcare Investors, Inc., Ms. Kovach was a partner in
Dykemu from 1995 through November 1997 and an associate in Dykema from
1985 to 1995.
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PART 1l

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES
Common Stock and Dividends

Libbey Inc. common stock is listed for trading on the New York Stock Exchange under the symbol LBY, The
price range and dividends declared for our common stock were as follows:

2006 2005
Cash Cash

Price Range Dividend ~__ PriceRamse pjiigeng

High Low Declared High Low Declared

First Quarter. . . .................. $12.10  $ 6.85 350025 %2503 $20.44 $0.10
Second Quarter. .. ...... ... ..., ... $1558 % 591 %0025  $21.14  $1523  $0.M0
Third Quarter .. .................. $11.L75  $ 590 $0.025 $1874 $1499  $0.10
Fourth Quarter . .................. $12.53  $1033 %0025 $1525 51012 $0.10

On March 1, 2007, there were 858 registered common shareholders of record. We have paid a regular quarterly
cash dividend since our Initial Public Offering in 1993. The declaration of future dividends is within the discretion
of the Board of Directors of Libbey and will depend upon, among other things, business conditions, earnings and the
financial condition of Libbey.

Equity Compensation Plan Information

Following are the number of securities and weighted average exercise price thereof under our compensation
plans approved and not approved by security holders as of December 31, 2006:

Number of Number of
Securities to be Securities
Issued Upon Weighted Average Remaining Available
Exercise of Exercise Price of for Future Issuance
Qutstanding Outstanding Under Equity
Options, Warrants Options, Warrants Compensation Plans
Plan Category and Rights and Rights (1)
Equity compensation plans approved by
security holders . ... ......... ... .. 1,411,626 $27.43 1,949,385
Equity compensation plans not approved
by security holders . . . ............. () 0 0
Total . ... . 1.411,626 $27.43 1,949 385

(1) This total includes 1,474,485 securities that are available for grant under the Libbey Inc. 2006 Omnibus
Incentive Plan and 474.782 securities that are available under the Libbey Inc. 2002 Employee Stock Purchase
Plan (ESPP). See note 15 to the Consolidated Financial Statements for further disclosure with respect to these
plans.
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Issuer Purchases of Equity Securities

Following is a summary of the 2006 fourth quarter activity in our share repurchase program:

Total Number of Maximum Number of
Shares Purchased as Shares that May Yet
Part of Publicly Be Purchased Under
‘Total Number of Average Price Paid Announced Plans or the Plans or
Period Shares Purchased per Share Programs Programs (1)
October 1 10
October 31, 2006 ........ — — — 1.000.000
November 1, to
November 30, 2006 . ... .. —_ — — 1.000.000
December 1, to
December 31, 2006. . ... .. — — — 1,000,000
Total ... .. ... ...... 1,000,000

I
Il
Il

(1) We announced on December 10, 2002, that our Board of Directors autherized the purchase of up to
2,500,000 shares of our common stock in the open market and negotiated purchases. There is no expiration
date for this plan. In 2003, 1,500,000 shares of our common stock were purchased for $38.9 million. No
additional shares were purchased in 2006, 2005 or 2004. Our ABL Facility and the indentures governing the
Senior Secured Notes and the PIK Notes significantly restrict our ability to repurchase additional shares,

ITEM 6. SELECTED FINANCIAL DATA

Information with respect to Selected Financial Data is incorporated by reference to our 2006 Annual Report to
Shareholders.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

FORWARD LOOKING STATEMENTS

This document and supporting schedules contain statements that are not historical facts and constitute
projections, forecasts or forward-looking statements. For a description of the forward-looking statements and risk
factors that may affect our performance, see the “Risk Factors™ section above.

Additionally, for an understanding of the significant factors that influenced our performance during the past
three years, the following should be read in conjunction with the audited Consolidated Financial Statements and
Notes.

OVERVIEW

Libbey is the leading producer of glass tableware products in the Western Hemisphere, in addition 1o supplying
to key markets throughout the world. With Libbey’s roots dating back to 1818, we have the targest manufacturing,
distribution and service network among North American glass tableware manufacturers. We design and market an
extensive line of high-quality glass tableware, ceramic dinnerware, metal flatware, hollowware and serveware, and
plastic items to a broad group of customers in the foodservice, retail, business-to-business and industrial markets,
We own and operate two glass tableware manufacturing plants in the United States as well as glass tableware
manufacturing plants in the Netherlands, Portugal, China and Mexico. We also own and operate a ceramic
dinnerware plant in New York and a plastics plant in Wisconsin. In addition, we import products from overseas in
order to complement our line of manufactured items. The combination of manufacturing and procurement allows us
to compete in the global tableware market by offering an extensive product line at competitive prices,

During 2006, we undertook several key strategic initiatives:

= On June 16, 2006, we purchased the remaining 51 percent of Crisa that we did not previously own. Crisa is
the largest glass tableware manufacturer in Latin America and has 63 percentage of the glass tableware
market in Mexico.

= In June 2006, we closed a private offering of $306 million senior secured notes and $102 miltion senior
subordinated secured pay-in-kind notes. Concurrently, we entered into a new $150 million asset-based loan
facility (ABL Facility). We used the proceeds from these financings to purchase the remaining 51 percent
equity interest in Crisa; to repay substantially all existing indebtedness of Libbey and Crisa; and to pay
related fees, expenses and redemption premiums.

* In June 2006, we announced plans to consolidate Crisa’s two principal manufacturing facilities into a single
facility in order to reduce fixed costs. In connection with this consolidation, we recognized special charges
of approximately $18.9 million. We expect to realize annual cost savings of $13 to $15 million associated
with the consolidation starting mid 2007,

* We completed the construction of our new production facility in China. We began production at the facility
in early 2007, and in early April 2007 we expect to begin customer shipments of products produced at that
facility.
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RESULTS OF OPERATIONS

The following table presents key results of our operations for the years 2006, 2005 and 2(004:

Dellars in thousands,

except percentages and __ Variance __ Voriance
per-share amounts In In In In
Year end December 31, 2006 2005 dollars percent 2005 2004 dollars percent
Netwales .. .. ... .o $689.480  $568.133  $121,347 21.4% $568,133  $544.767  § 23366 4.3%
Grossprofit ... ... ... ... ... . ... $123,164 § 86,542  § 36,622 423% $ 86,542 $100462  $(13.920) (13.9%
Gross proftt margin . ... .. . L. 17.9% 152% 15.2% 18.4%
Income (loss) from operations (IFO) . ... $ 19,264 § (8917) § 28,181 3160% $ (B917) § 23895  5(32.812) (I137.3)%
IFOmargin .. ... ... ... ... .. ... 2.8% {1.6)% {1.6)% 4.4%
Earnings (loss) before interest and income

taxes after minority interest

EBITY1Y . .o oo s $ 17,948 S(10484) § 28432 271.2% $(10484) § 24829 $(35313) (142.2)%
ERBITmargin. ... ... .. ... ... .. ... 2.6% (1.8)% (1.8)% 4.0%
Earnings before interest, taxes,

depreciation, and amortization afier

minority interest (EBITDAX1) ... ... $ 53504 521733 % 31L7h 1462% $ 21,733 $ 54334 5(32.601) (60.0)%
EBITDA margin. . .. ... ... ... ... 7.8% 3.8% 3.8% 10.0%
Net {loss) tncome . .. .. .. ... ... ... $(20,899) $(19355 $ (1,544 8.0% $(19355) % 8252 $(27.607) (3345)%
Net (loss) income margin. .. ... ... ... (3.0%) (3.4)% (3.4)% 1.5%
Diluted net (loss) income per share . ., . . $ 147 3 (139 5 (0.08) 5.8% % (139 $ 060 § (1.99) (331.D)%

(1) We believe that ERIT and EBITDA, non-GAAP financial measures. are useful metrics for evaluating our
financial performance, as they are measures that we use internally to assess our performance. For reconciliation
from income before income taxes to EBIT and EBITDA, see the “Reconciliation of Non-GAAP Financial
Measures™ section below.

Special Charges

Over the past few years we have undertaken several initiatives to reduce our future cost profile and, as a result,
we have incurred one-time special charges that have been reflected in the Consolidated Financial Statements. The
following is a summary of these initiatives (see note 10 for further information}:

« In June 2006, we announced plans to consolidate Crisa’s two principal manufacturing facilities into one
facility. These charges were reflected in 2006 in the amount of $18.9 million.

+ In the second quarnter of 2005, we announced a ten percent reduction in our North American salaried
workforce. These charges were primarily reflected in 2005 in the amount of $4.7 million.

» In August 2004, we announced that we were realigning our domestic glass tableware production capacity by
closing our City of Industry. California manufacturing facility. These charges were primarily reflected in
2004 and 2005 in the amount of $14.5 million and $1.1 million, respectively.

In addition to these special charges, we also have incurred the following one-time charges (see note 10 for
further information):

* In June 2006, we incurred a pretax charge of $4.9 million relating to the write-off of unamortized finance
fees on the debt of Libbey and Crisa that we refinanced.

* During 2005, we incurred a pretax charge of $16.5 million at Syracuse China relating to asset impairments
and an inventory write-down.

» During 2005, we incurred $4.9 million in pension settlement charges related to excess lump sum disiri-
butions taken by employees during 2005.
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The following table summarizes the special charges included in the above results from operations table for the
years 20006, 2005 and 2004:

Twelve Months Ended Twelve Months Ended Twelve Months Ended

December 3, December 31, Decemhber 31,
2006 2005 2004
Dollars in Thousands

Costofsales. . ............... $ 2,158 $ 1,965 $ 6,526
Selling, general and administrative

EXPERSES . . . v v — 1,347 —
Impairment of goodwill and other

intangible assets . ........... — 9,179 —
Special charges. .. ............ 16,334 14,745 7,993
Interest expense . ............. 4,906 — —
Total special charges. .. ........ $23,398 $27.236 $14,519

Discussion of 2006 vs. 2005 Results of Operations
Net Sales

In 2006, sales increased 21.4 percent to $689.5 million from $568.1 million in 2003, The increase in sales was
primarily attributable to the consolidation of the sales of Crisa, increases of more than 6.0 percent in shipments to
foodservice glassware customers and increases of over 9.0 percent to retail glassware customers. Shipments of
Tracx products and World Tableware products increased over 8.0 percent. Royal Leerdam and Crisal also
experienced increascd shipments in 2006 of approximately 14.9%. However, shipments to industrial customers
were down 7.0 percent and shipments of Syracuse China products were down 2.4 percent during 2006.

Gross Profit

Gross profit increased in 2006 by $36.6 million, or 42.3 percent, compared to 2005, Gross profit as a
percentage of net sales increased to 17.9 percent in 2006, compared to 15.2 percent in 2005. Gross profit, excluding
special charges, was $125.3 million for 2006, compared to $88.5 million for 2005, representing an increase of
$£36.8 million or 41.6 percent. As a percentage of net sales, gross profit, excluding special charges, for 2006 was
18.2 percent, compared to 15.6 percent for 2005. Contributing to the increase in gross profit, excluding special
charges, were the consolidation of Crisa, higher overall sales and higher production activity in both the United
States and Europe, offset by increased costs for pension and retiree medical benefits and natural gas, higher
distribution costs related to the increased sales, and the warehouse management software implementation issues at
our Toledo facility. For a reconciliation of gross profit to gross profit, excluding special charges, see “Reconciliation
on Non-GAAP Financial Measures” below.

Income (loss) from operations

Income from operations was $19.3 million in 2006, compared to a loss from operations of $8.9 million in 2005.
Income from operations as a percentage of net sales increased to 2.8 percent in 2006, compared to (1.6) percent in
2005. Income from operations, excluding special charges, was $37.8 million for 2006, compared to $18.3 million
for 2005, representing an increase of $19.4 million or 106.1 percent. As a percentage of net sales, income from
operations, excluding special charges, for 2006 was 5.5 percent, compared to 3.2 percent for 2005. Selling, gencral
and administrative expenses, excluding special charges, increased by $17.4 million from 2005 to 2006, and
represented 12.7 percent of net sales for 2006, compared to 12.4 percent of net sales for 2005. The increase in
selling. general and administrative expenses primarily related to the consolidation of Crisa, the new accounting
rules on equity compensation expense, accrued profit sharing based on the improved financial results, and start-up
costs for our new facility in China. For a reconciliation of income from operations, to income from operations,
excluding special charges, see “Reconciliation on Non-GAAP Financial Measures™ below.
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Earnings (loss) before interest and income taxes (EBIT)

Earnings before interest and income taxes increased by $28.4 million, or 271.2 percent, from $(10.5) million in
2005 to $17.9 million in 2006. EBIT as a percentage of net sales increased to 2.6 percent in 2006, compared to (1.8)
percent in 2005. EBIT, excluding special charges, was $36.4 million for 2006, compared to $16.8 million for 2005,
representing an increase of $19.6 million or 116.7 percent. As a percentage of net sales, EBIT. excluding special
charges, for 2006 was 5.3 percent, compared to 3.0 percent for 2005. EBIT. excluding special charges. increased due
to the increase in income from operations, excluding special charges, and an increase in pretax equity earnings from
Crisa of $6.1 million as a result of higher sales, higher translation gain, and lower natural gas and electricity costs.
Partially offsetting these improvements was an increase in other expense of $5.8 million, primarily attributed to an
increase in our natural gas contracts (note 16) and translation losses. For a reconciliation of EBIT to income before
income taxes and a reconciliation of EBIT, excluding special charges, see “Reconciliation of Non-GAAP Financial
Meuasures™ below.

Earnings before interest, taxes, depreciation and amortization (EBITDA)

EBITDA increased by $31.8 million, or 146.2 percent, from $21.7 million in 2005 to $53.5 million in 2006. As
a percentage of nct sules, EBITDA was 7.8 percent in 2006, compared to 3.8 percent in 2005. EBITDA, excluding
special charges, was $72.0 million for 2006, compared to $49.0 miltion for 2005, representing an increase of
$23.0 million or 47 percent. As a percentage of nel sales, EBITDA, excluding special charges, for 2006 was
10.4 percent, compared to 8.6 percent for 2005. The increase in EBITDA, excluding special charges. is attributable
to the factors described above with respect to EBIT, excluding special charges, and to an increase in depreciation
and amortization in 2006 resulting from higher capital expenditures and the consolidation of Crisa. For a
reconciliation of EBITDA 1o income before taxes and a reconciliation of EBITDA, excluding special charges,
see “Reconciliation on Non-GAAP Financial Measures™ below.

Net loss and diluted loss per share

We reported a net loss of $20.9 million, or $1.47 per diluted share, in 2006. compared to a net loss of
$19.4 million, or $1.39 per diluted share, in 2005. Net loss as a percentage of net sales was (3.0) percent, compared
to (3.4) percent in 2005. Net loss, excluding special charges, increased by $4.9 million from $(1.1) million in 2005
to $3.8 million in 2006. Net loss increased in 2006 as the result of increased interest expense of $31.3 million,
partially offset by increases in EBIT as described above. The increase in interest expense is the result of the
refinancing consummated on June 16, 2006. Contributing to the increase in interest expense was a write-off of
$4.9 million of financing fees associated with debt retired during 2006, as well as higher debt and higher average
interest rates. See turther discussion under “Borrowings™ below. The effective tax rate increased to 27.1 percent
during 2006 from 24.8 percent in 2005. This change in the rate was primarily attributable to the Crisa acquisition
and related financing. As detailed in “Reconciliation of Non-GAAP Financial Measures™ below. net loss per diluted
share. excluding special charges. was $0.27 in 2006, compared to net income per diluted share, excluding special
charges, of $0.08 in 2005.

Discussion of 2005 vs. 2004 Results of Operations

Net sales

In 2005, sales increased 4.3 percent to $568.1 million from $544.8 million in 2004. The increase in sales was
attributable to the Crisal acquisition and higher sales of World Tableware, Syracuse China and Traex products. Total
sales outside the U.S. increased by $33.1 million, or 26.4 percent, in 2005 compared to 2004. This increase was
mainly attributable to the acquisition of Crisal in the first quarter of 2005. The increase in net sales was partially
oftset by slightly lower glassware shipments to foodservice and retail customers and a nearly 15.0 percent decline in
shipments to industrial glassware customers resulting primarily from softness in the candle industry.

Gross profit

Gross profit decreased in 2005 by $13.9 million, or 13.9 percent, compared to 2004. Gross profit as a
percentage of net sales decreased to 15.2 percent in 2005, compared to 18.4 percent in 2004. The decrease in gross
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profit was attributable to increased costs for pension and retiree medical benefits, natural gas, a $6.8 million
increase in self insured workers compensation expense, and inventory reduction efforts (excess manufacturing
downtime and close-out sales). In addition, during 2005 we incurred special charges of $2.0 million, compared to
$6.5 million in 2004, as discussed above.

Income (loss) from operations

Loss from operations was $8.9 million in 2005, compared to income from operations of $23.9 million in 2004.
Income from operations as a percentage of net sales declined to (1.6) percent in 2005, compared to 4.4 percent in
2004. Selling, general and administrative expenses increased by $3.0 million in 2005, compared to 2004, and
represented 12.6 percent of net sales for each of 2005 and 2004. The increase in selling, general and administrative
expenses in 2005 was mainly attributable to the acquisition of Crisal and speciat charges related to our 2005 salaried
workforce reduction program.

Earnings (loss) before interest and income taxes (EBIT)

Earnings before interest and income taxes decreased by $35.3 million, or 142.2 percent, in 2005, compared to
2004. EBIT as a percentage of net sales decreased 6.4 percent in 2005 to {1.8) percent, compared to 4.6 percent in
2004. EBIT declined due to the reduction in income from operations in addition to an increased equity loss from
Crisa of $2.7 million. The increase in the Crisa equity loss was a result of lower machine activity. higher repair
expenses, higher natural gas costs and the recording of a prior year severance indemnity obligation. For a
reconciliation of EBIT to income before income taxes, see “Reconciliation of Non-GAAP Financial Measures”
below.

Earnings before interest, taxes, depreciation and amortization (EBITDA)

EBITDA decreased by $32.3 million, or 59.5 percent, in 2005, compared to 2004. As a percentage of net sales,
EBITDA was 3.9 percent in 2005, compared to 10.0 percent in 2004. Lower EBIT was offset by a $3.0 million
increase in depreciation and amortization in 2005, compared to 2004. The increase in depreciation and amortization
was the result of higher capital expenditures and the acquisition of Crisal. For a reconciliation of EBITDA to income
before income taxes, see “Reconciliation of Non-GAAP Financial Measures” below,

Net (loss) income and diluted (loss) earnings per share

We reported a net loss of $19.4 miltion, or $1.39 per diluted share, in 2005, compared to net income of
$8.3 million, or $0.60 per diluted share, in 2004. Net (loss) income as a percentage of net sales was (3.4) percent in
2005, compared to 1.5 percent in 2004, Net income declined in 2005 as the result of lower EBIT and the write-off of
financing fees of $1.8 million, classified as interest expense, as the result of our debt coverant amendments. The
effective 1ax rate declined to 24.8 percent during 2005 from 30.0 percent in 2004. This reduction was primarily
attributable to changes in Mexican tax rates and changes in state tax credits. As detailed in “Reconciliation of Non-
GAAP Financial Measures” below, net income per diluted share, excluding special charges, was $0.08 in 2003,
compared to net income per diluted share, excluding special charges, of $1.34 in 2004.

SEGMENT RESULTS OF OPERATIONS

The following table summarizes the results of operations for our three segments described as follows:

* North American Glass-includes sales of glass tableware from subsidiaries throughout the United States,
Canada and Mexico.

« North American Other-includes sales of ceramic dinnerware; metal tableware, hollowware and serveware;
and plastic items from subsidiaries in the United States.

* International-includes worldwide sales of glass tableware from subsidiaries outside the United States,
Canada and Mexico.
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Variance Variance

Dollars in Thousands, Except

Percentages Year End December 31, 2006 2005 In Dollars  In Percent 2005 2004 in Dollars  In Percent

Net sales:

North Amertcan Glass . . .. ... .. $476,696  $365,037 $111.659 30.6% $365.037 $379.654  $(14.617) (3.9%
North American Other ... ... ... 114,581 109,945 4,636 4.2% 109,945 103,555 6,390 6.2%

International . .. . .. ... ... ... 106,798 95,399 11,399 11.9% 95,399 66,946 28,453 42.5%

Eliminations. . . . ............ (8,595) (2.248) (2,248) (5,.388)

Consoliduted net sales . . . ... ... $689.480 $568.133  $121.347 214% $568,133  $544767  § 23366 4.3%

Earnings (loss) before interest and
taxes (ERIT:

North American Glass .. .. ... .. $ 5471 % 7062 % (1.591) (22.5% $ 7,062  § 11,061 $ (3,999) (36.2)%
North American Other ... ... ... 9,382 (14.411) 23,793 165.1% (14,411} 11.462 (25.873) (225.N%
Imternational . . .. ............ 3,161 (3.101) 6,262 201.9% (3,101) 2,306 (5,407) (234.5)%
Consolidated EBIT ... ... .. ... $ 18014 3(10450) § 28464 272.4%  $(10,450) § 24829  $(35,279) (142.1)%
EBIT Margin . .. ............ 2.6% (1.8)% (1.8)% 4.6%

Special Charges (excluding write-
off of Ainancing fees):

North American Glass . .. ... ... $ 18534 $ 10136 35 8398 82.8% $ 10,136 % 14519 & (4,383) 30.2%
North American Other .. .. .. ... 42) 17,100 (17,142) {100.2)% 17,100 $ —  $17.100 100.0%
International . . . ... .......... — — — — — % —

Consolidated special charges . . . . . $ 18492 $ 27236 % (8,744 320% $ 27236 % 14,519 §$12.717 87.6%

Discussion of 2006 vs. 2005 Segment Results of Operations
North American Glass

Net sales increased 30.6 percent from $365.0 million in 2005 to $476.7 million in 2006. Excluding Crisa’s net
sales from June 16, 2006 through December 31, 2006, net sales increased 6.0 percent compared to 2005, This
increase in net sales, excluding Crisa, was attributable to an increase of more than 6.0 percent in shipments to
foodservice glassware customers and an increase of 9.0 percent to retail glassware customers. Shipments to
industrial customers declined 7.0 percent during 2006.

EBIT decreased by $1.6 million to $5.5 million in 2006, compared to $7.1 million in 2005. EBIT as a
percentage of net sales decreased to 1.1 percent in 2006, compared to 1.9 percent in 2005. EBIT, excluding special
charges, was $24.0 million for 2006, compared to $17.2 million in 2005. As a percentage of net saies, EBIT,
excluding special charges. increased to 5.0 percent in 2006, compared to 4.7 percent in 2005. Higher sales and
production activity, together with the consolidation of Crisa, contributed to the improvement in EBIT, excluding
special charges, compared to 2005. Partially offsetting these improvements were higher distribution costs related to
the increased sales and the warehouse management software implementation issues at our Toledo facility, and a
$3.5 million increase in charges related to natural gas contracts. For a reconciliation of North American Glass EBIT,
excluding special charges, see “Reconciliation of Non-GAAP Financial Measures™ below.

North American Other

Net sales increased 4.2 percent from $109.9 million in 2005 to $114.6 million in 2006. This increase in net
sales was attributable to increases of more than 8.0 percent in shipments of Traex products and World Tableware
products, partially offset by a decline of 2.4 percent in shipments of Syracuse China products.

EBIT increased by $23.8 million to $9.4 million compared to a loss of $(14.4) million in 2005. EBIT as a
percentage of net sales increased to 8.2 percent in 2006, compared to (13.1) percent in 2005. EBIT, excluding
special charges, was $9.3 million for 2006, compared to $2.7 million in 2005. As a percentage of net sales, EBIT,
excleding speciat charges, increased to 8.2 percent in 2006, compared to 2.4 percent in 2005. Higher sales,
improved margins and significantly higher production activity contributed to the increase in EBIT, excluding
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speciyl charges. For areconciliation of North American Other EBIT, excluding special charges, see “Reconciliation
of Non-GAAP Financial Measures™ below.

International

For 2006, net sales increased 11.9 percent to $106.8 million from $95.4 million in 2005. This increase in net
sales was attributable to increased business-to-business sales and the foreign exchange impact on translating curos
to U.S. dollars.

EBIT increased by $6.3 million to $3.2 million in 2006, compared to a loss of $(3.1) million in 2005. EBITas a
pereentage of net sales increased to 3.0 percent in 2006, compared to {3.3) percent in 2003, Increased net sales and
gross profit, in addition to an increase in pretax equity earnings from Crisa of $6.1 million (Crisa results of
operations post June 15. 2006 are included in the North American Glass reporting segment), all of which more than
offset costs associated with the start up of the new facility in China, contributed to the improvement in EBIT in 2006
compared to 2005.

Discussion of 2005 vs. 2004 Segment Results of Operations
North American Glass

Net sales decreased 3.9 percent, from $379.7 million in 2004 to $365.0 million in 2005. Lower glassware
shipments to foodservice and retail customers and a decrease of nearly 15.0 percent in shipments to industrial
glassware customers (resulting primarily from softness in the candle industry) contributed to the decline in net sales,

EBIT decreased by $4.0 million from $11.1 million in 2004 to $7.1 million in 2005. EBIT as a percentage of
net sales decreased to 1.9 percent in 2005, compared to 2.8 percent in 2004, EBIT, excluding special charges, was
$17.2 million for 2005, as compared to $25.6 million in 2004, As a percentage of net sales, EBIT, excluding special
charges. decreased to 4.7 percent in 2005, compared to 6.7 percent in 2004, Increased costs for pension and retiree
medical benefits. natural gas and inventory reduction efforts (excess manufacturing downtime and close-out sales)
contributed to the decrease in EBIT, excluding special charges. For a reconciliation of North American Gluss EBIT,
excluding special charges, see “Reconciliation of Non-GAAP Financial Measures” below.

North American Other

Net sales increased 6.2 percent from $103.6 million in 2004 to $109.9 million in 2005. This increase in net
sales was attributable 10 an increase in shipments of Traex, World Tableware and Syracuse China products,

EBIT decreased by $25.9 million to a loss of $(14.4) million in 2005, compared to income of $11.5 million in
2004. EBIT as a percentage of net sales decreased to (13.1) percent in 2005, compared to 11.1 percent in 2004,
EBIT, excluding special charges, was $2.7 million for 2005, as compared to $1 1.5 million in 2004. As a percentage
of net sales, EBIT, excluding special charges, decreased to 2.4 percent in 2003, compared to 11.1 percent in 2004,
Offsetting the increase in net sales discussed above, the decrease in EBIT, excluding special charges, was
attributable to increused costs for pension and retiree medical benefits, a $5.2 million increase in self insured
workers compensation expense principally at Syracuse China, and inventory reduction efforts (excess manufac-
turing downtime and close-out sales). For a reconciliation of North American Other EBIT, excluding special
charges, see “Reconciliation of Non-GAAP Financial Measures™ below,

International

Net sales increased 42.5 percent from $66.9 million in 2004 to $95.4 million in 2005, This increase in net sales
was attributable to the acquisition of Crisal in the first guarter of 2005, partially offset by a decline in shipments of
Royal Leerdam products.

2005 EBIT decreased by $5.4 million to a loss of $(3.1) million, compared to income of $2.3 million in 2004.
EBIT as a percentage of net sales decreased to (3.3) percent in 2003, compared to 3.4 percent in 2004, An inventory
reduction effort (excess manufacturing downtime and close-out sales) and the increased equity loss from Crisa of
$2.7 million (Crisa results of operations post June 15. 2006 are included in the North American Glass reporting
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segment) contributed to the decline in EBIT. The increase in the Crisa equity loss was a result of lower machine
activity, higher repair expenses, higher natural gas costs and the recording of a prior year severance indemnity
obligation.

CAPITAL RESOURCES AND LIQUIDITY

Balance Sheet and Cash flows

Cuash and Equivalents

At December 31, 2006, our cash balance increased to $41.8 million from $3.2 million December 31, 2005. Asa
result of the refinancing completed in June, working capital lines of credit were eliminated and with no short-term
or overnight borrowings to repay, we realized an increase in cash on hand. We used a large portion of this excess
cash to repay debt under the ABL Facility in January 2007,

Working Capital

The following table presents working capital components for 2006 and 2005:

Variance
December 31, 2006 2005 In Dollars In Percent

(Dollars in thousands, except percentages,
DSO, MO, DPO, and DWC)

Accounts receivable .. ... L L. $ 99203 § 79,042 320,161 25.5%
DSOUING)Y . ... . e 48.3 50.8

Inventories . . .. ... .. . .. ... 159,123 122,572 36,551 29.8%
DIORX6OY. .o oo 77.4 78.7

Accounts payable . .. ... ... ... oL 67,493 47,020 20,473 43.5%
DPOBYO) .o 32.8 30.2 -
Working Capital(4) . ... .................. $190,833  $154,594  $36,239 23.4%
DWCGHO). .o 92.9 99.3

Percentage of net sales(6) . ... ............. 25.0% 27.2%

DSO, DIO, DPO and DWC are all calculated using net sales as the numerator on a 365-day calendar year.

{1) Days sales outstanding (DSQ) measures the number of days it takes to turn receivables into cash.

{2) Days inventory outstanding (DIO) measures the number of days it takes to turn inventory into cash.

(3) Days payable outstanding (DPQO) measures the number of days it takes to pay the balances of our accounts
payable.

(4) Working capital is defined as inventories and accounts receivable less accounts payable.

(5) Days working capital (DWC) measures the number of days it takes to turn our working capital into cash.

(6) The 2006 calculations includes Crisa proforma net sales for 2006.

Working capital, defined as inventories and accounts receivable less accounts payable, increased by $36.2 mil-
lion in 2006, compared to 2005, As a percentage of net sales, working capital decreased (o 25.0 percent in 2000,
compared to 27.2 percent in 2005. Included in the $190.8 million at the end of 2006 was $39.0 million of working
capital associated with the Crisa business acquired in June 2006. Working capital, excluding Crisa, was $2.9 million
lower than it was a year ago, reflecting our continued efforts to reduce our investment in working capital.
Inventories, excluding Crisa, were $4.0 million lower in 2006 compared to 2005, as the result of successtul
inventory reduction programs. Accounts receivable, excluding Crisa, decreased $2.2 million and accounts payable,
excluding Crisa, were $3.3 million lower in 2006 compared to 2005. For a reconciliation of working capilal, see
“Reconciliation of Non-GAAP Financial Measures” below.
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Borrowin g8

Our borrowings, prior to consummation of the refinancing on June 16, 2006, consisted of a revolving credit and
swing line facility permitting borrowings up to an aggregate total of $195 million, $100 million of privately placed
senior notes, a $2.7 million promissory note in connection with the purchase of our Laredo, Texas warehouse and a
euro-based working capital line for a maximuom of #10 million. Other borrowings included the RMB Loan Contract
and other debt related to Crisal.

On June 16, 2006, Libbey Glass issued, pursuant to private offerings, $306 million aggregate principal amount
of floating rate senior secured notes and $102 million aggregate principal amount of senior subordinated secured
pay-in-kind notes, both due 2011. Concurrently, Libbey Glass entered into a new $150 million Asset Based Loan
facility {ABL Facility), expiring in 2010.

Proceeds from these transactions were immediately used to repay existing bank and private placement
indebtedness. In addition, proceeds were used for the acquisition of the remaining 51 percent equily interest in
Crisa, for $80.0 million, bringing our ownership of Crisa to 100 percent; for repayment of existing Crisa
indebtedness of approximately $71.9 million; and for related fees, expenses and redemption premiums of Libbey
and Crisa.

The following table presents our 1otal borrowings at December 31, 2006:

Interest Rate Maturity Date
Dollars in thousands, except percentages
Borrowings under ABL facility. . . . ... floating December 16, 2010 $ 46,210
Seniornotes, .................... floating (see June 1, 2011 306,000
Interest rate
protection
Agreements
below)
PIKnotes ...................... 16.00% December 1, 2011 109,480
Promissorynote. . ................ 6.00% January 2007 to September 2016 1,985
Notes payable . .................. floating January 2007 226
RMB loan contract. . .............. floating July 2012 to December 2012 32,050
Obligations under capital leases ... ... floating January 2007 to May 2009 1,548
Otherdebt . ... .................. floating September 2009 1,954
Total Borrowings . . ............... 499,453
Less — unamortized discounts and 8,221
WATANES . .. .o _
Total Borrowings —net(1)2)........ $491,232

(1) Total debt includes notes payable, long-term debt due within one year and long-term debt as stated in our
Consolidated Balance Sheets.

(2) See contractual obligations section below on scheduled payments by period.

We had total borrowings of $49i.2 million at December 31, 2006, compared to total borrowings of
$261.7 million at December 31, 2005. The increase of $229.6 in borrowings is primarily attributable to the
acquisition of Crisa and the related refinancing and the completion of the new green-meadow facility in China. We
were in compliance with all debt covenants as of December 31, 2006 and December 31, 2005.

Of our total indebtedness, $188.0 million (after interest rate protection agreements as discussed below) is
subject to fluctuating interest rates at December 31, 2006. A change in one percentage point in such rates would
result in a change in interest expense of approximately $1.9 million on an annual basis.

Included in Interest Expense is the amortization of discounts and warrants on the Senior Secured Notes and
PIK Notes and financing fees of $1.6 million for 2006.
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Cash Flow
The following table presents key drivers to free cash flow for 2006, 2005 and 2004:

Variance Variance
December 31, 26 2005 In dollars  In percent 2005 2004 In dollars  In percent
Dollars in thousands, except percentages

Net cash provided by operating

Activities . . . . . ... $ 548358 $38113 §$16,745 439% $38113 $42,750 % (4.637) (10.8)%
Capital expenditures. . . . ... ...... 73,598 44,270 29328 66.2% 44,270 40,482 3,788 9.4%
Acquisitions and related costs. . . . . . . 78.434 28,948 49,486 170.9% 28,948 — 28.948 100.0%
Dividends from Crisa . . .. ... .. ... —_ — —_ — —_ 980 (G80) (100.00%
Proceeds from asset sales and other . . . —_ 212 (212) (100)% 212 16,623 (16411) (98. 7Y%
Free cash flow(1). . ... . ... ... .. $OT,174) $(34893) 62281  (1785)% $(34893) $19.871 H(GAT6Y)  (2I56)%

(1) We believe that Free Cash Flow (net cash provided by operating activities, less capital expenditures and
acquisition and related costs, plus proceeds from asset sales and other and dividends received from Crisa) is a
useful metric for evaluating our financial performance, as it is a measure we use internally to assess
performance.

Discussion of 2006 vs. 2005 Cash Flow

Net cash provided by operating activities increased $16.7 million to $54.9 million in 2006, compared to
$38.1 miilion in 2005. The increase is primarily related to an increase in EBITDA, excluding special charges, and a
reduction in working capital. Other factors impacting the calculation of cash flow were an increase in non-cash
pension and nonpension postretirement expense and a decrease in non-cash workers compensation expense.

Free cash flow was $(97.2) million in 2006, compared to $(34.9) million in 2005, a decrease of $62.3 million.
This decline is mainly attributable to the increase in net cash provided by operating activities offset by an increase in
capital expenditures (including $36.9 million for the construction of our new facility in China) and the Crisa
acquisition of $78.4 million. For a reconciliation of net cash provided by operating activities to free cash flow, see
“Reconciliation of Non-GAAP Financial Measures” below.

Discussion of 2005 vs. 2004 Cash Flow

Net cash provided by operating activities decreased $4.6 million to $38.1 million in 2005, compared to
$42.7 million in 2004. The decrease is primarily related to a decrease in EBITDA, excluding special charges, offset
by a reduction in working capital. Other factors impacting the calculation of cash flow were increased non-cash
pension and nonpension postretirement expense as well as an increase in non-cash workers compensation expense.

Free cash flow was $(34.9) million in 2005, compared to $19.9 million in 2004, a decrease of $54.8 million.
This decline is mainly attributable to a decrease in net cash provided by operating activities, an increase in capital
expenditures (including $14.8 million for the construction of our new China facility), acquisition costs of
$29.0 million associated with Crisal and a decrease in proceeds received from asset sales (primarily the sale of
land at our former City of Industry location) in 2005 compared to 2004. For a reconciliation of net cash provided by
operating activities to free cash flow, see “Reconciliation of Non-GAAP Financial Measures™ below.

Derivatives

We have Interest Rate Protection Agreements (Rate Agreements) with respect to $200 million of debt as a
means to manage our exposure to fluctuating interest rates. The Rate Agreements effectively convert this portion of
our long-term borrowings from variable rate debt to fixed-rate debt, thus reducing the impact of interest rate
changes on future income. The fixed interest rate for our borrowings related to the Rate Agreements at December 31,
2006, excluding applicable fees, is 5.24 percent per year and the total interest rate, including applicable fees, is
12.24 percent per year. The average maturity of these Rate Agreements is 2.9 years at December 31, 2006. Total
remaining debt not covered by the Rate Agreements has fluctuating interest rates with a weighted average rate of
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I L.8 percent per year at December 31, 2006. The fair market value for the Rate Agreements at December 31, 2006,
was $1.2 million.

We also use commodity futures contracts related to forecasted future U.S. natural gas requirements. The
objective of these futures contracts is to limit the fluctuations in prices paid and potential losses in earnings or cash
flows from adverse price movements in the underlying commodity. We consider our forecasted natural gas
requirements in determining the guantity of natural gas to hedge. We combine the forecasts with historical
ohservations to establish the percentage of forecast eligible to be hedged. typically ranging from 40% to 60% of our
anticipated requirements, generally six or more months in the future. The fair values of these instruments are
determined from market quotes. At December 31, 2006, we had commodity futures contracts for 3,450,000 million
British Thermal Units (BTU’s) of natural gas with a fair market value of $(5.3) million. We have hedged forecasted
transactions through March 2008. At December 31, 2005, we had commodity futures contracts for 2,800,000 million
BTU’s of natural gas with a fair market value of $7.6 million.

Share Repurchase Program

Since mid-1998, we have repurchased 5,125,000 shares for $140.7 million, as authorized by our Board of
Directors, As of December 31, 2006, authorization remains for the purchase ot an additional 1,000,000 shares.
During 2006 and 2005, we did not repurchase any common stock. OQur ABL Facility and the indentures governing
the Senior Secured Notes and the PIK Notes significantly restrict our ability to repurchase additional shares.

We are using a portion of the repurchased commeon stock to {fund our Employee Stock Benefit Plans. See
note 15 to the Consolidated Financial Statements for further discussion.

Contractual Obligations

The following table presents our existing contractual obligations at December 31, 2006 and related future cash
requirements:

Payments Due by Period

Less than More than

Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Dollars in thousands

Borrowings .. .......... . ... .. .. $491.232  § 1,020 $ 3,203 $453,849 3 33,160
Long term operating leases. . .. ... ... 77,349 11,333 18,484 12,123 35,409
Vitro Payable. ... ................ 19,673 — 19,673 — —
Pension and nonpenston(1). .. ....... 162,339 20,379 50,057 44 942 46,961
Total obligations . ... ... ........ $750,593  $32,732 $91.417 $510914  $115,530

(1) Itis difficult to estimate future cash contributions as such amounts are a function of actual investment returns,
withdraws from the plan, changes in interest rates, and other factors uncertain at this time. However, we have
included our best estimate tor contributions through 2013.

In addition to the above, we have commercial commitments secured by letters of credit and guarantees, Qur
letters of credit outstanding at December 31, 2006, totaled $8.4 million. For further detail with respect to our
guarantees, see note 19 to the Consolidated Financial Statements,

Off-Balance Sheet Arrangements

We were a joinl venture partner in Vitrocrisa Holding, S. de R.L. de C.V. and related companies (Crisa), the
largest glass tableware manufacturer in Latin America, through June 15.2006. On June 16, 2006, we purchased the
remaining 51 percent equity interest in Crisa (see note 4 to the Consolidated Financial Statements). Through
June 15, 2006, we recorded our 49 percent interest in Crisa using the equity method of accounting. From this joint
venture, we recorded equity earnings (loss), dividends and certain technical assistance income. We also had a
reciprocal distribution agreement with our joint venture partner that gave us exclusive distribution rights with
respect to Crisa’s glass tableware products in the U.S. and Canada, and gave Crisa the exclusive distribution rights
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with respect o our glass tableware products in Latin America. In addition, we guaranteed a portion of Crisa’s bank
debt (see note 19 to the Consolidated Financial Statements). While we owned 49 percent of Crisa, we evaluated this
investment and related arrangements in accordance with Financial Accounting Standards Board (FASB) Inter-
pretation No. 46R. “*Consolidation of Variable Interest Entities” (FIN 46R) and determined that Crisa was a Variable
Interest Entity (VIE), as defined by FIN 46R; however, we were not considered the primary beneficiary. as we did
not absorb the majority of expected losses or received the majority of expected residual returns. Therefore, Crisa
was not consolidated in our Consolidated Financial Statements through June 15, 2006, Since we acquired the
remaining 51 percent of Crisa on June 16, 2006, we have consolidated Crisa’s financial statements. See notes 4 and
6 to the Consolidated Financial Statements for disclosure regarding financial infermation relating to Crisa.

Capital Resources and Liquidity

Based on our current level of operations, we believe our cash flow from operations and available borrowings
under our ABL Facility will be adequate to meet our liquidity needs for at least the next twelve months. Our ability
to fund our working capital needs, debt payments and other abligations, capital expenditures program and other
funding requirements, and to comply with debt agreements, depends on our future operating performance and cash
flow (see Part 11, ltem 1A. Risk Factors).

Reconciliation of Non-GAAP Financial Measures

We sometimes refer 1o darta derived from consolidated financial information but not required by GAAP to be
presented in financial statements. Certain of these data are considered “non-GAAP financial measures™ under
Securities and Exchange Commission (SEC) Regulation G. We believe that non-GAAP data provide investors with
amore complete understanding of underlying results in our core business and trends. In addition, we use non-GAAP
data internally to assess performance. Although we believe that the non-GAAP financial measures presented
enhance investors’ understanding of our business and performance, these non-GAAP measures should not be
considered an alternative to GAAP.

Summary of Special Charges (note 10)

Year ended December 31, 2006 2005 2004
Dollars in Thousands

Capacity realignment:

Pension and retiree welfare. . .. ... ... . ... . oL oo $ — b —  $ 4,621
Inventory write-down . . ... .. ... ... . ... —_ — 1,905
Included in costof sales . . . .. ... .. . . — — 6,526
Fixed asset related . ... ... ... .. .. — 1,827 4,678
Employee termination costs & other . . ........ ... ... . oL 61 3,754 3315
Gainon land sales . ... ... ... . e (359 (4,508) —
Included in special charges. . . . ... ... ... . il (298) 1.073 7.993
Total pretax capacity realignment charges. . ... ................. ... $ (298) $ 1,073 $14,519
Salaried workforce reduction program:

Pension & retiree welfare . ... .. . $ — § 867 § —
Included incost of sules. .. .. ... ... L — 867 —
Pension & retiree welfare . . .. ... ... ... . — 1,347 —
Included in selling, general & administrative expenses ... .............. — 1.347 —
Employee termination costs & other .. .. ... ... ... ... oL (70) 2494 —
Included in special charges. ... . ... ... .. . (70) 2,494 —
Total pretax salaried workforce reduction program. . ........... .. ... $ (30 $4708 5 —
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Year ended December 31, 2006 2005 2004
Dollars in Thousands

Syracuse China asset impairment and other charges:
Inventory write-down . . .. ... ... . e $ — $1098 §$ —
Included incostofsales. . ... ... . . ... . .. . — 1,098 —
Goodwill write-down . . ... ... .. ... ... — 5,442 ——
Intangibles write-down . . ... ... ... e — 3.737 —
Inciuded in impairment of goodwill and other intangible assets . . . ., .., .., — 9,179 —
Fixed assetrelated . . . .. .. ... ... ... . . . . ... — 6,257 —
Included in special charges. . ... ... ... ... . ... .. .. . . . — 6,257 —
Total pretax Syracuse China asset impairment and other charges. . . . ... $ — 31654 § —
Pension settlement accounting . . ... ....... ... ... ... ... .. ... ..., $ — $4920 § —
Included in special charges. .. ... ... ... . . i $ — $4921 § —
Crisa restructuring:
Inventory write-down . . .. ... ... e $2158 5 — § —
Included incostof sales. . ... ... ... .. ... ... ... . ... 2,158 — —
Fixed assetrelated . . ... ... . ... e 16,702 — —
Included in special charges. .. ............. . i, 16,702 — —
Total Crisa restructuring . . . ........ ... ... ... .. ... ........... $18860 § — § —
Write-off of finance fees. . . .. ........ ... ... .. .. . .. ... . . . ... ... $ 4,906 — —
Included in interest eXpense . . . . ... ... ... e $ 4,906 — —
Total special charges . .. ... ... ... ... ... ... ... . .. ... ... .. ... .. $23,398 $27.236  $14.519
Special charges classifications as shown in the Consolidated Statements

of Operations:
Costof sales .. ... e $2,158 31965 $ 6,526
Seiling, general, and administrative expenses . ....................... —_ 1,347 —
Impairment of goodwill and other intangible assets . . . ... ... ... ... ... — 9,179 —
Special charges .« ... ... . . e 16,334 14,745 7.993
Intere st X PENSE L . L . e e 4,906 — —
Total special charges ... ....... . ... .. .. . . . . . .. i $23,398 $27.236 514,519




Reconciliation of Non-GAAP Financial Measures for Special Charges
December 31,

Gross profit. . .. ... ..
Special charges reported incostof sales. . . .............. ... ... ...

Gross profit, excluding special charges. . ... .. ... ... . 0 00000

Income (loss) from operations . . ... ... ... ... .. .o
Special charges (excluding write-off of finance fees) . ...............

Income from operations, excluding special charges. .. ............ ...

Earnings (loss) before interest and income tax before minority interest
(EBIT) . . e

Minority Interest . . . . . ... e e

Earnings (loss) before interest and income tax after minority interest
(BBITY ..

Special charges (excluding write-off of finance fees) .. ........ ... ..

Earnings {loss) before interest and income tax after minority interest
(EBIT), excluding special charges ... ........ .. . ... .. .......

Reported net (Jloss) income . ... ... . L L
Special charges—netof tax . .. ... ... ... L. i

Net (loss) income, excluding special charges ... ........ ... ... ....

Diluted earnings per share:
Reported net (loss) income . ... ... ... .. e
Special charges —netoftax . ... .. ... ... .. ... i

Net (loss) income, excluding special charges, per diluted share. . . . ... ..

{Loss) income before inCOmMe tAXeS . . ... v v et iie e
Add: INteresl EXPENSE . . . ..ttt e e e

Earnings (Loss) before interest and taxes after minority interest (EBIT) . .
Add: depreciation and amortization ... ... ... ... o e

Earnings before interest, taxes, depreciation and amortization after
minority interest (EBITDA) .. . ... ... ... . i

Add: Special charges (excluding write-off of finance fees) — pre-tax . . ..

EBITDA. excluding special charges. . ........ ... .. ... uun,
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2006 2005 2004
Dollars in Thousands
$123,164 3 86,542 $100,462

2,158 1,965 6,526
$125,322  $ 88507 $106,988
$ 19264 $ (8917) §$ 23,895

18,492 27,236 14,519

$ 37,756 518319 § 38414
$ 18,014 $(10,450) §$ 24,829
(66) (34) —
17,948 (10,484) 24,829
18,492 27,236 14,519

$ 36440 $16,752 § 39348
$(20,899) $(19,355) 8,252
17,055 20,454 10,163

$ 38440 % 1,099 § 18415
$ A4 $ (139 $ 060
1.20 1.47 0.74

$ 027y § 008 § 134
$(28,646) $(25,741) $ 11,780
46,594 15,255 13,049
17,948 (10,484) 24,829
35,556 32,217 29,505
53,504 21,733 54,334
18,492 27,236 14,519

$ 71,996 $49969 § 68,853




Reconciliation of net cash provided by operating activities to free cash flow

December 31, 2006 2005 2004
Daollars in Thousands

Net cash provided by operating activities . .. ... ... .. ... ... ... ..... $ 54858 $38,113 342,750
Less:

Capital expenditures .. .. .. ... ... .. 73,598 44,270 40,482
Acquisition and related costs . . ... ... L 78,434 28,948 —
Plus:

Dividends from equity investments. . . . ... ... ... ... ... — — 980
Proceeds from asset sales andother .. ..... .. ... ... ... ... ... .. ..., — 212 16,623
Free cash flow . . . . . $(97,174) $(34.893) $19,871

Reconciliation of working capital

December 31, 2006 2005
Daollars in Thousands

Accounts receivable . . . L $ 99203 §$ 79,042

Plus:

IV nIOT S . L L . e e e e e 159,123 122,572

Less:

Accounts payable. . .. ... L e 67,493 47,020

Working capital . . ... .. ... $190,833 $154,594

Reconciliation of Non-GAAP Financial Measures for Special Charges — Segments

December 31, 2006 2005 2004
Dollers in Thousands

Earnings before interest and income tax (EBIT):

North American Glass. ... ... ... . ... . . . $ 5471 $ 7.062  $11,061
North American Other. .. ... .. .. .. .. . . . . 9,382 (14,411 11,462
International . . . . . e 3,161 (3.101) 2,306
Total earnings before interest and income tax (EBITY. . ................ $18,014  $(10,450) $24,829
Special charges (excluding write-off of finance fees):

North American Glass. . .. ..ottt e $18,5334 $10,136  $14,519
North American Other. ... ... ... .. . . . . (42) 17.100 —
International . . . ... — — —
Total special charges (excluding write-off of finance fees) .. ............ $18492 §$27236 $14.519
Earnings before interest and income tax (EBIT), excluding special charges:

North American Glass. . ... e e e $24,005 $17.198  $25,580
North American Other. . ... ... ... .. ... . .. . . . . . 9,340 2,689 11,462
International . . . .. ... . 3.161 (3.101) 2,306

Total earnings before interest and income tax (EBIT), excluding special
ChargEs . . o $36,506 316,786  $39,348
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CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements and related disclosures in conformity with U.S. generally accepted
accounting principles requires us to make judgments, estimates and assumptions that affect the reported amounts in
the Conselidated Financial Statements and accompanying notes. Note 2 to the Consolidated Financial Statements
describes the significant accounting policies and methods used in their preparation. The areas described below are
affected by critical accounting estimates and are impacted significantly by judgments and assumptions in the
preparation of the Consolidated Financial Statements. Actual results could differ materially from the amounts
reported based on these critical accounting estimates.

Revenue Recognition

Revenue is recognized when products are shipped and title and risk of loss has passed to the customer. Revenue
is recorded net of returns, discounts and sales incentive programs offered to customers. We offer our various
incentive programs to a broad base of customers and we record accruals for these as sales occur. These programs
typically offer incentives for purchase activities by customers that include growth objectives. Criteria for payment
include the achievement by customers of certain purchase targets and the purchase by customers of particular
product types. Management regularly reviews the adequacy of the accruals based on current customer purchases,
targeted purchases and payout levels.

Allowance for Doubtful Accounts

Our accounts receivible balance, net of allowances for doubtful accounts, was $99.2 million in 2006,
compared to $79.0 million in 2005. The allowance for doubtful accounts was $11.5 million in 2006, compared to
$13.4 million in 2005. The allowance increase in 2006 compared to 2005 is mainly attributable to allowances at
Crisa. The allowance for doubtful accounts is established through charges to the provision for bad debts. We
regularly evaluate the adequacy of the allowance for doubtful accounts based on historical trends in collections and
write-offs, our judgment as Lo the probability of collecting accounts and our evaluation of business risk. This
evaluation is inherently subjective. as it requires estimates that are susceptible to revision as more information
becomes available. Accounts are determined to be uncollectible when the debt is deemed to be worthless or only
recoverable in part and are written off at that time through a charge against the allowance.

Allowance for Slow-Moving and Obsolete Inventory

We identify slow-maving or obsolete inventories and estimate appropriate allowance provisions accordingly.
We provide inventory allowances based upon excess and obsolete inventories driven primarily by future demand
forecasts. Historically, these loss provisions have not been significant, as a significant percentage of our inventories
is valued using the last-in, first-out (LIFO) method. At December 31, 2006, our inventories were $159.1 million,
with loss provisions of $6.1 million, compared to inventories of $122.6 million and loss provisions of $3.3 million at
December 31, 2005. The allowance increase in 2006 compared to 2003 is mainly attributable to allowances at Crisa.

Asset Impairment

Fixed Assets

We review fixed assets for impairment whenever events or changes in circumstances indicate that the related
carrying amounts may not be recoverable. Determining whether impairment has occurred typically requires various
estimates and assumptions, In 2005, we wrote down certain assets to fair value at our Syracuse China facility based
upon appraisals performed by an independent third party. In 2004, due to the closure of our facility in City of
Industry, California, we wrote down the values of certain assets based upon appraisals performed by an independent
third party. These write-downs are further disclosed in note 10 to the Consolidated Financial Statements.

Goodwill and Indefinite Life Intangible Assets

Goodwill impairment tests are completed for each reporting unit on an annual basis, or more frequently in
certain circumstances where impairment indicators arise. When performing our test for impairment, we use the
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discounted cash flow method, which incorporates the weighted average cost of capital of a hypothetical third party
buyer to compute the fair value of each reporting unit. The fair value is then compared to the carrying value. To the
extent that fair value exceeds the carrying value, no impairment exists. This was done as of October 1st for each year
presented. Our review indicated an impairment of goodwill of $5.4 million at our Syracuse China facility during
2005. This impairment is further disclosed in note 7 to the Consolidated Financial Statements.

Individual indefinite life intangible assets are also evaluated for impairment on an annual basis, or more
frequently in certain circumstances where impairment indicators arise. When performing our test for impairment,
we use the discounted cash flow method to compute the fair value, which is then compared to the carrying value of
the indefinite life intangible asset. To the extent that fair value exceeds the carrying value, no impairment exists.
This was done as of October | for each year presented. An impairment loss for intangible assets of $3.7 million was
recorded in 2003 for our Syracuse China facility. This impairment is further disclosed in note 7 to the Consolidated
Financial Statements.

[f the Company’s projected future cash flows were lower, or if the assumed weighted average cost of capital
were higher, the testing performed as of October 1, 2006, may have indicated an impairment of one ar more of the
Company’s other reporting units and, as a result, the related goodwill would also have been impaired. As of
Qctober 1, 2006, the excess of fair value of the Crisal reporting unit exceeded its carrying value by approximately
$1.7 million.

Self-Insurance Reserves

We use self-insurance mechanisms to provide for potential liabilities related to workers’ compensation and
employee health care benefits that are not covered by third-party insurance. Workers™ compensation accruals are
recorded at the estimated ultimate payout amounts received from our third party administrator based on individual
case estimates. In addition, we record estimates of incurred-but-not-reported losses as developed by an independent
third party actuary.

Group health accruals include estimates of incurred-but-not-reported estimates received from our third party
administrator of the plan.

Alithough we believe that the estimated liabilities for self-insurance are adequate, the estimates described
above may not be indicative of current and future losses. In addition, the actuarial calculations used to estimate self-
insurance liabilities are based on numerous assumptions, some of which are subjective. We will continue to adjust
our estimated liabilities for self-insurance, as deemed necessary, in the event that future loss experience differs from
historical loss patterns.

Pension Assumptions

The following are the assumptions used to determine the benefit obligations and pretax income effect for our
pension plan benefits for 2006, 2005 and 2004:

U.S. Plans Non-U.S. Plans
Year ended December 31, 2006 2005 2004 2006 2005 2004
Discountrate .. ............ 5.82% to 5.91% 560% 5.75% 4.50% to 8.75% 4.25% 4.70%
Expected long-term rate of return
onplanassets . ........... 8.75% 875% 8.75% 6.50% 6.50% 6.50%
Rate of compensation increase . . 30t0 60% 3.0t06.0% 4.00% 20t03.5% 201w025% 20t 25%

Two critical assumptions, discount rate and expected long-term rate of return on plan assets, are important
elements of plan expense and asset/liability measurement. We evaluate these critical assumptions on our annual
measurement date of December 31. Other assumptions involving demographic factors such as retirement age,
mortality and turnover are evaluated periodically and are updated to reflect our experience. Actual results in any
given year often will differ from actuarial assumptions because of demographic, economic and other factors.

The discount rate enables us to estimate the present value of expected future cash flows on the measurement
date. The rate used reflects a rate of return on high-quality fixed income investments that match the duration of
expected benefit payments at our December 3| measurement date. The discount rate at December 31 is used to
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measure the year-end benefit obligations and the earnings effects for the subsequent year. A lower discount rate
increases the present value of benefit obligations and increases pension expense.

To determine the expected long-term rate of return on plan assets, we consider the current and expected asset
allocations, as well as historical and expected returns on various categories of plan assets. The expected long-term
rate of return on plan assets at December 31 is used to measure the earnings effects for the subsequent year.

Sensitivity to changes in key assumptions is as follows:

» A change of | percent in the discount rate would change our total pension expense by approximately
$3.7 million.

s A change of | percent in the expected long-term rate of return on plan assets would change total pension
expense by approximately $2.4 million based on year-end data.

Nonpension Postretirement Assumptions

We use various actuarial assumptions, including the discount rate and the expected trend in health care costs, to
estimate the costs and benefit obligations for our retiree welfare plan. The discount rate is determined based on
high-quality fixed income investments that match the duration of expected retiree medical benefits at our
December 3| measurement date. The discount rate at December 31 is used 10 measure the year-end benefit
obligations and the earnings effects for the subsequent year. The following are the actuarial assumptions used to
determine the benefit obligations and pretax income effect for our nonpension postretirement benefits:

U.S, Plans Non-U.S. Plans
Year ended December 31, 2006 2005 2004 2006 2005 1004
DISCOUNt rate . ... ...ttt 577% 5.60% 5.75% 4.87% 5.00% 5.75%
Initial health care trend . . . ... ... ... i 8.50% 9.00% 9.00% 8.50% 8.00% 9.00%
Ultimate health care trend . . . ... .. ... . ... ... .. . ... 500% 5.00% 5.00% 5.00% 5.00% 5.00%
Years to reach uitimate trendrate . .. ......... ... ... ... .. 7 4 4 7 3 4

Sensitivity to changes in key assumptions is as follows:
A | percent change in the discount rate would change the nonpension postretirement expense by $0.2 million.

A | percent change in the health care trend rate would not have a material impact upon the nonpension
postretirement expense.

Income Taxes

We are subject to income taxes in both the U.S. and certain foreign jurisdictions. Significant judgment is
required in evaluating our tax positions and determining our provision for income taxes. During the ordinary course
of business, there are many transactions and calculations as to which the ultimate tax determination is uncertain. We
establish reserves for tax-related uncertainties based on estimates of whether, and the extent to which, additional
taxes and interest will be due. These reserves are established when, despite our belief that our tax return positions
arc fully supportable, we believe that certain positions are likely to be challenged and may not be sustained on
review by tax authorities. We adjust these reserves in light of changing facts and circumstances, such as the closing
of a tax audit and the expiration of a statute of limitation.

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for estimated future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and tax atiribute carry-forwards.
Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those
temporary differences are expected to be recovered or settled. FAS No. 109, “Accounting for Income Taxes,”
requires that a valuation allowance be recorded when it is more likely than not that some portion or all of the
deferred tax assets will not be realized. Deferred tax assets and liabilities are determined separately for each tax
jurisdiction in which the Company conducts its operations or otherwise incurs taxable income or losses. In the
United States. the Company has recorded deferred tax assets. the largest of which relate to pension and nonpension
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postretirement benefits. The deferred tax assets are partially offset by deferred tax liabilities, the most significant of
which relute to accelerated depreciation. Losses before income taxes have been incurred in recent years, and though
the risk of not realizing the deferred tax asset exists, we believe it is more likely than not that the deferred tax asset
will be realized through loss carry backs and the effects of tax planning.

Derivatives and Hedging

We use derivatives to manage a variety of risks, including risks related to interest rates and commodity prices.
Accounting for derivatives as hedges requires that, at inception and over the term of the arrangement, the hedged
item and related derivative meet the requirements for hedge accounting. The rules and interpretations related to
derivatives accounting are complex. Failure to apply this complex guidance will result in all changes in the fair
value of the derivative being reported in earnings, without regard to the offsetting in the fair value of the hedged
item. The accompanying financial statements reflect consequences of loss hedge accounting for certain positions.

In evaluating whether a particular relationship qualifies for hedge accounting, we first determine whether the
relationship meets the strict criteria to qualify for exemption from ongoing effectiveness testing. For a relationship
that does not meet these criteria, we test effectiveness at inception and quarterly thereafter by determining whether
changes in the fair value of the derivative offset, within a specified range, changes in the fair value of the hedged
item. If the fair value changes fail this test, we discontinue applying hedge accounting to that relationship
prospectively.

Stock-Based Compensation Expense

On January 1, 2006, we adopted SFAS [23-R, which requires the measurement and recognition of compen-
sation expense for all share-based payment awards made to our employees and directors. Stock-based compensation
expense recognized under SFAS 123-R for fiscal 2006 was $1.3 million.

Upon adoption of SFAS 123-R. we began estimating the value of employee share based compensation on the
date of grant using the Black-Scholes model. Prior to the adoption of SFAS 123-R, the value of each employee share
based compensation unit was estimated on the date of grant using this same model for the purpose of the pro forma
financial information provided in accordance with SFAS 123, The determination of fair value of share-based
payment awards on the date of grant using an option-pricing model is affected by our stock price as well as
assumptions regarding a number of highly complex and subjective variables. These variables include, but are not
limited 1o. the expected stock price volatility over the term of the award, and actual and projected employee stock
option exercise behaviors. The use of the Black-Scholes model requires extensive aclual employee exercise
behavior data and a number of complex assumptions including expected volatility, risk-free interest rate inierest
rate, and expected dividends. See note 15 for additional information.

New Accounting Standards

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes an
Interpretation of FASB Statement No. 109, (FIN No. 48). FIN No. 48 is effective for the first interim or annual
reporting period for the first fiscal year beginning on or after December 135, 2006. FIN 48 clarified the accounting
for income taxes by prescribing a minimum recognition threshold a tax position is required to meet before being
recognized in the financial statements. FIN 48 also provides guidance on derecognition, measurement, classifi-
cation, interest and penalties, accounting in interim periods, disclosure, and transition. FIN No. 48 applies to all tax
positions for income taxes accounted for in accordance with SFAS No. 109, “Accounting for Income Taxes.” We
plan 1o adopt FIN No. 48 effective for the first quarter of the calendar year ended December 31, 2007. We are
currently evaluating the effect that the adoption of FIN 48 will have on our consalidated results of operations and
financial condition and are not yet in a position to determine such effects,

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair
value, establishes a framework for measuring fair value, and expands disclosure about fair value measurements,
This statement clarifies how to measure fair value as permitted under other accounting pronouncements but does not
require any new fair value measurements. However, for some companies, the application of this statement will
change current practice. We will be required to adopt SFAS No. 157 as of January 1, 2008. We are currently
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evaluating the impact of SFAS No. 157 will have on our consolidated results of operations and financial condition
and are not yet in a position to determine such effects.

ITEM 7A. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK
Currency

We are exposed to market risks due to changes in currency values, although the majority of our revenues and
expenses are denominated in the U.S. dollar. The currency market risks include devalvations und other major
currency fluctuations relative to the U.S. dollar, euro, RMB or Mexican peso that could reduce the cost compet-
itiveness of our products compared to foreign competition.

Interest Rates

We are exposed to market risk associated with changes in interest rates on our floating debt and have entered
into Interest Rate Protection Agreements (Rate Agreements) with respect to $200 million of debt as a means to
manage our exposure to fluctuating interest rates. The Rate Agreements effectively convert a portion of our long-
term borrowings from variable rate debt to fixed-rate debt. thus reducing the impact of interest rate changes on
future income. We had $188.0 million of debt subject to fluctuating interest rates at December 31, 2006. A change
of one percentage point in such rates would result in a change in interest expense of approximately $1.9 million on
an annual basis. If the counterparties to these Rate Agreements were to fail to perform, we would no longer be
protected from interest rate fluctuations by these Rate Agreements. However, we do not anticipate nonperformance
by the counterparties.

Natural Gas

We are also exposed to market risks associated with changes in the price of natural gas. We use commodity
futures contracts related to forecasted future natural gas requirements of our manufacturing operations. The
objective of these futures contracts is to liniit the fluctuations in prices paid and potential losses in earnings or cash
flows from adverse price movements in the underlying natural gas commodity. We consider the forecasted natural
gas requirements of our manufacturing operations in determining the quantity of natural gas to hedge. We combine
the forecasts with historical observations to establish the percentage of forecast eligible to be hedged, typically
ranging from 40 percent to 60 percent of our anticipated requirements, generally six or more months in the future.
For our natural gas requirements that are not hedged, we are subject to changes in the price of natural gas, which
affect our earnings, If the counter parties to these futures coniracts were to fail to perform. we would no longer be
protected from natural gas fluctuations by the futures contracts. However, we do not anticipate nonperformance by
these counter parties.

Retirement Plans

We are exposed to market risks associated with changes in the various capital markets. Changes in long-term
interest rates affect the discount rate that is used (o measure our benefit obligations and related expense. Changes in
the equity and debt securities markets affect the performance of our pension plans asset performance and related
pension expense. Sensitivity to these key market risk factors is as follows:

» A change of | percent in the discount rate would change our total expense by approximately $3.9 million.

« A change of | percent in the expected long-term rate of return on plan assets would change total pension
expense by approximately $2.4 million.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Libbey Inc.

We have audited the accompanying consolidated balance sheets of Libbey Inc. as of December 31, 2006 and
2005, and the related consolidated statements of operations, shareholders’ equity and cash flows for each of the
three years in the period ended December 31, 2006. Our audits also included the financial statement schedule for the
three years in the period ended December 31, 2006, included in llem 15. These financial staiements and schedule
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and schedule based on our audits. As of December 31, 2005 and for each of the two years in the period
ended December 3 1. 2005, we did not audit the combined financial statements of Vitrocrisa Holding, S. de R.L. de
C.V and subsidiaries and Crisa Libbey, S.A. de C.V {collectively the “Vitrocrisa Companies”™) (corporations in
which Libbey owned a 49% interest). As of December 31, 2005 and for each of the two years in the pertod ended
December 31, 2005, the Vitrocrisa Companies’ financial statements were audited by other auditors whose reports
were furnished to us; and, insofar as our opinion on the consolidated financial statements relates to amounts
included for these companies, it was based solely on the report of other auditors. in the consolidated financial
statements, the Company’s equily investment in Vitrocrisa Companies is stated at $3,895,500 at December 31,
2005, and Libbey Inc.’s equity in the net loss of Vitrocrisa Companies is stated at $(5,056,680) and $(1,449,000) for
the years ended December 31, 2005 and 2004, respectively.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the consolidated financial position of Libbey Inc. at December 31, 2006 and
2005, and the consolidated statements of its operations and its cash flows for each of the three years in the period
ended December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our opinion,
the related financial statement schedule for the three years in the period ended December 31, 2006, when considered
in relation to the basic financial statements taken as a whole, presents fairly, in all material respects, the information
set forth therein.

As discussed in Note 2 to the consolidated financial statements, the Company changed its method of
accounting for stock-based compensation and defined benefit pension plans and other postretirement pians,
respectively, in 20{06.

We also have audited. in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of Libbey Inc.’s internal control over financial reporting as of December 31, 2006,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 16, 2007 expressed an ungualified opinion
thereon.

fs/  Ernst & Young LLP

Toledo, Ohio
March 16, 2007




Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Libbey Inc.

We have audited management’s assessment, included in the accompanying “Report of Management,” that
Libbey Inc. maintained effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria). Libbey Inc.'s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the
cffectiveness of the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Qur audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting 15 a process designed to provide reasonable assurance
regarding the reiiability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1} pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasenable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of munagement and directors of the company: and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projecttons of any evaluation of effectiveness to future periods are subject 1o the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Report of Management, management’s assessment of and conclusion on the
effectiveness of internal control over financial reporting did not include the internal controls of Vitrocrisa Holding,
S.de R.L. de C.Vand related companies, which is included in the consolidated financial statements of Libbey Inc.
and constituted 33.6% and 4.7% of consolidated total and net assets, respectively, as of December 31, 2006, and
13.2% of consolidated net sales for the year then ended. Our audit of internal control over financial reporting of
Libbey Inc. also did not include an evaluation of the internal control aver financial reporting of Vitrocrisa Holding,
S. de R.L. de C.V and related companies.

In our opinion. management’s assessment that Libbey Inc. maintained effective internal control over financial
reporting as of December 31, 20086, is fairly stated, in all material respects, based on the COSO criteria. Also, in our
opinion, Libbey Inc. maintained, in ail material respects, effective internal control over financial reporting as of
December 31, 2006. based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the consolidated balance sheets of Libbey Inc. as of December 31, 2006 and 20035, and the related
conselidated statements of operations, shareholders’ equity and cash flows for each of the three years in the period
ended December 31, 2006 of Libbey Inc. and our report dated March 16, 2007 expressed an unqualified opinion
thereon.

fs/ Ernst & Young LLP

Toledo, Ohio
March 16, 2007
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Report of Independent Registered Public Accounting Firm

To the stockholders of
Vitrocrisa Holding, S. De R.L. de C.V. and Subsidiaries and Crisa Libbey, S.A. de C.V.
Monterrey, N.L.

We have audited the combined balance sheets of Vitrocrisa Holding, S. de R.L. de C.V. and subsidiaries and
Crisa Libbey, S.A. de C.V. (the “Companies”) as of December 31, 2005 and 2004, and the related combined
statements of operations, changes in stockholders’ equity and cash flows for the years then ended (all expressed in
thousands of U.S. dollars and not presented separately herein}. These financial statements are the responsibility of
the Companies’ management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the Companies’ internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. assessing the accounting principles
used and significant estimates made by management, as well as evalvating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

[n our opinion, such combined financial statements (not presented separately herein) present fairly, in all
material respects, the combined financial position of the Companies as of December 31, 2005 and 2004, and the
combined results of their operations and their combined cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Subsequent to the issuance of the Companies” 2004 combined financial statements. the Companies’ man-
agement determined that they had not appropriately recorded their deferred profit sharing or their severance
indemnity obligation. As a result, the Companies’ combined financial statements have been restated from the
amounts previously reported to properly reflect such amounts as disclosed in Note 12 to the combined financial
statements {not presented separately herein).

Galaz, Yamazaki, Ruiz Urquiza, S.C.
Member of Deloitte Touche Tohmatsu

/s C.P.C. Emesto Cruz VelEzquez de LeUn

Monterrey, N.L. Mexico
February 28, 2006
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Libbey Inc.
Consolidated Balance Sheets

December 31,

Footnote Reference

2¥)6

2003

Dollars in Thousands, Except Per-Share Amounts

ASSETS
Current assets:
Cash & equivalents .. ... ... ... . . .. e
Accounts receivable — el . .. .. ... e {note 3)
Inventories — nel. . .. . .. ... {note 3)
Deferred taxXes. . . ... . e e (note 11)
Prepaid and other current assets. . . . . .. .. e (note 3}
Total CUITENL OSSBIS . . . . vt e e e e e
Other assets:
Repair parts ... ... e
Intangible pension assel . ... .. ... .. . e {note 12)
Software — nel . . .. . e (rote 5)
Deferred taxes. . .. ..t e e (note 11)
Investments. .. ... .. .. e (note 6)
Purchased imtangible assets —nmnet .. ... ... ... ... ... . .. ... ..., {note 4 & 7)
Goodwill —net. .. ... .. . . . {note 7}
Other assets . ... ..ot {note 3)
Total other assets . . . . o
Property. plant, and equipment —net. ... ... ... ... ... ... .. ... ... (rnote 8)
Total @ssels . . . . .o

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Notespayable . . ... ... .. . . . . e {note 9)
Accounts payable ... ...
Salaries and wages. . . ... ... ... ..
Accrued liabilities . .. ... . L e {note 3)
Pension liability {(current portion) . . .............. ... ... ........ (note 12)
Nonpension postretirement benefits (current portion) . . .. . ... ... ...... (note 13}
Derivative liability . . . ... ... .
Special charge reserve . ... .. ... ... (note 10}
Accrued INCOME LAX . . . . . .. .. (note 11)
Long-term debt due withinone year. . ... ... ... ... ... .. ... (note 9}
Total current liabilities . . .. ... ... ... .. . . .
Long-termdebt . ... ... {note 9}
Pension habilivy. . ... ... ... L {note 12)
Nonpension postretirement benefits . .. ... ... ... .. ... ... ... . ..., (note 13)
Payableto Vitro .. ... ... ... . . . ..
Other long-term liabilities. ... ... ... ... .. ... ... ... ... .. .. . ... {note 3}
Total liabilities . .. ... .. ... ...
Minority interest . ... ... ... L. {note 2}
Total liabilities and minority interest . .. .......... ... ... ... ...
Stockholders® equity:
Common stock, par value $.01 per share, 50,000,000 shares authorized,

18,689,710 shares issued (18,689,710 shares issued in 2005 .. ... ... ..
Capital in excess of par value (includes warrants of $1,034 and

485309 shares in 2006.) . . .. ... . e
Treasury stock, at cost, 4,358,175 shares (4,681,721 in 2005) . . ... . ... ..
Retained deficit. ... ... . ... .. ... ..
Accumulated other comprehensive loss .. .. ... ... L L o L. {note 17)
Total shareholders” equity . .. .. ... ... ... . ... ..,
Total liabilities and shareholders’ equity . . . . ... ... .. ... ... ... ...,

See accompanying notes
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$ 41,766 § 3242
99,203 79,042
159,123 122,572
4,120 8.270
16,632 10,787
320,844 223913
9,279 6.322
— 17.251
4,704 4,561
6,974 952
— 76,657
31,492 10,778
174,880 50,825
17,717 4,397
245,046 171,743
312,241 200,128
$ 878,131  $ 595,784
$ 226 $ 11475
67,493 47,020
28,679 16,043
46,135 36,901
1,389 —
3,252 —
4,132 67
1,487 2.002
— 7.131
794 825
153,587 121,464
490,212 249,379
77,174 54,760
38,495 45,081
19,673 —
11,140 5,461
790,281 476,145
— 34
790,281 476.179
187 187
303,381 301,025
(129427)  (132,520)
(40,282)  (17.966)
(46,009)  (31,121)
87,850 119,605
$ 878,131  $ 595,784




Libbey Inc.
Consolidated Statements of Operations

December 31, Foomaote Reference 2006 2005 2004
Doflars in Thousands, Except Per-Share Amounts

Netsales ... ... (note 2)  $689.480  $3568,133  $544,767
Freight billed to customers .. ................... 2,921 1,932 2.030
Total FEVENUES . . v vt e et e e e e et e 692,401 570,065 546,797
Costofsales . ... ... . .. . . . . (note 2) 569,237 483,523 446,335
Grossprofit. . ............. ... ... ... . ... 123,164 86,542 100,462
Selling. general and administrative expenses . ... .... 87,566 71,535 68,574
Impairment of goodwill and other intangible assets . .. (nore 7 & 10) — 9,179 —
Special charges. . ... ... ... Lol (note 10) 16,334 14,745 7.993
Income (loss) from operations ... .............. 19,264 {8,917 23,895
Equity earnings (loss) —pretax . ................ (note 6) 1,986 (4,100) (1,435
Other (expense) income .. ..................... (3,236) 2.567 2,369
Earnings (loss) before interest, income taxes and

minority interest . . ... .. ... ... ... ... .. 18,014 (10,450) 24,829
Interest €Xpense . . . ...ttt (note 9) 46,594 15.255 13,049
{Loss) income before income taxes and minority

fnterest ... ... ... e {28,580) (25.705) 11,780
(Benefit) provision for income taxes . . ............ (note {1} (7,747) (6,384) 3,528
{Loss) income before minority interest . . .. .. .. ... (20,833) (19.321) 8,252
Minority interest. . . ... ... ... e (note 2) (66) (34) —
Net (loss) income. . . .......... .. ... oo . $(20,899) $(i19355) $ 8.252
Net (loss) income per share
BasiC . o ot e e (note 14) $ (147 $ (139 3% 060
Diluted. . ... . . e e (note 14) % 147y $ (1.39) $ 060
Weighted average shares
Outstanding .. .. ... .. ... .. . . {note 14) 14,182 13,906 13,712
Diluted. . . ... . e (note 14) 14,182 13,906 13,719

See accompanying notes
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Libbey Inc.
Consolidated Statements of Shareholders® Equity

Accumulated
Other
Common Cupital in Treasury Retained Comprehensive
Stock Excess of Stock Eamings Income {Loss)
Amountf |} Par Value Amount( |} (Deficit) {nate 17} Total
Dollars in thousands. except per-share amounts

Balance December 31,2003 .. ... .. ... ... ... 3187 $300,378  $(139449) § 4,154 $(25413) $139.857
Comprehensive income:
Netloss . ... 8.252 8,252
Effect of derivatives —net of tax . .. .. ... .. ... ... 2,067 2.067
Net minimum pension liability (including equity

investments) —mnetof tax . . ... ... L. .. (1.45%) (1,459
Effect of exchange rate fluctuation. . ... ... ... ... .. (3,801 (3.801)
Total comprehensive income (note 17) .. ... ... ... .. 5059
Stock options exercised . .. ... L. oL L. L L. 472 472
Income tax benefit on stock options {nate 11) .. ..., ., 72 72
Stock issued from treasury . ... 3.584 3.584
Dividends — $0.40 per share . ... ... ... ... ..... (5.481) (5.481)
Balance December 31,2004 . ... ... ... ... .. ..., 187 300,922 (135.865) 6,925 {28,606) 143,563
Comprehensive income:
Netloss . ... .. (19,355) (19,355)
Effect of derivatives —netoftax .. ... ... ..... 5,040 5,040
Net minimum pension liability (including equity

investiments) —netoftax ... ................. (7.176} (7.176}
Effect of exchange rake fluctuation. . .. ............ (379) (379}
Total comprehensive loss (wore 17) .. 0. ... ... (21.870y
Stock options exercised _ . ..o L L oL 99 99
Income tax benefit on stock options {note 1) . ... .. .. 4 4
Swock issued from treasury . ..o oL 3.345 3.345
Dividends — $040 pershare . .. .. ... .. ... ... ... - (5.536) (5.536)
Balance December 31,2005 . .. ... .. ... ...... .. 187 301,025 (132,520 (17,966} (31,121) 119,605
Comprehensive {loss):
Netloss . . ... . ... ... ... . . . . ... (20,899) (20,899)
Effect of derivatives —netoftax ... ..., .. ...... (6,829) (6,829)
Net minimum pension liability (including equity

Investments) —netof tax . . ... .............. 10,650 10,650
Adoption of FAS 158 —netoftax. . .. ... ..... ... 21,779 (21,779
Effect of exchange rate fluctuation ... ..... ... ... 3070 3,070
Total comprehensive loss (mote 17} . .. ... .. ... ... (35,787)
Stock compensation expense . . . . ... ... ..., ... .. 1,322 1,322
Issuance of warrants . . . ... ... ... ............ 1,034 1,034
Stock issued from treasury . . . .. .. ... .. ... .. ... 3,093 3,093
Dividends — $0.10 per share .. ... .. ........ ... (1417) {1,417)
Balance December 31,2006 .. ... ... ... ... .. .. $187 $303,381  $(129,427)  $(40,282) $(46,009) $ 87,850

(1} Share amounts are as follows:

Commen Treasury
Stock Swck
Shares Shares Total

Balance December 31, 2003 18,660,960 5,046,597 13,614,363
Stock options exercised 24,250
Stock issued from treasury (167,287 167,287
Balance December 31, 2004 18685210 4879310 13,805,900

Stock options exercised 4,500
Stock issued from treasury (197.589) 197,589

Balance December 31, 2005 18,689,710 4,681,721 14,007,989
Stock issued from treasury — (323,546) 323,546

Balance December 31, 2006 18,689,710 4,358,175 14,331,535

See accompanying notes
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Libbey Inc.

Consolidated Statements of Cash Flows

December 31, Footnote reference 2006 2005 2004
Daoliars in thousands

Operating activities
Net (os8) inCOmMe .. .. ..ot . $ (20,899 $(19355 $ 8252
Adjustments to reconcile net (loss) income to net cash

provided by operating activities:
Depreciation and amortization . ... ............... (note 5,7.8) 35,720 32,481 29,505
Equity (earnings) loss —netof tax .. ............. (note 6) (1,493) 4,556 293
Change in accounts receivable ... ... ... ... .. ..., 8,881 (8,976)  (10,280)
Change in invenlomies . .. .......oo e 7.131 8,322 87
Change in accounts payable. . . ... ... ... . .. ... (425) (6.915) 2,250
Special charges . . ... ... .. (note 10) 20,023 16,542 14,229
Pension and postretirement . . ......... ... ... ... 9,885 4,901 (362)
Other operaling activities. . . .................... (3,965) 0,557 (1,824)
Net cash provided by operating activities . . .. ... .... 54,858 38,113 42,750
Investing activities
Additions to property. plant and equipment . ... ... .. (73,598) (44,270) (40,482)
Acquisition and related costs. net of cash acquired . . . . (note 4) (78,434)  (28,948) —
Dividends received from equity investments. ... ... .. — — 980
Proceeds from asset sales and other . . ............. — 212 16,623
Net cash used in investing activities. . ... .......... (152,032) (73,0060 (22,879
Financing activities
Net revolving credit facility . .. .. ... ... ......... (149,078) 37,735 (18,000)
Net ABL credit facility ........................ 43,968 — —
Other net borrowings (repayments) ... ............ (81,030) 1,917 7,984
Other borrowings . ...... ... . i 31,393 — —
Nole payments .. ....... vttt (100,000} — —
Noteproceeds . .. ... ... ... ... ... ... ... 407,260 — —
Debt financing fees . ... ... .. .. .. .. (15,798) (2.30D) (1,351)
Stock options exercised . . ... ... .. L L. {note 15) — 99 472
Dividends paid .. ....... ... ... .. ... ... . ... (1,417) (5,536) (5.481)
Other financing activities. . ... .. .. ... ........... — (23) —
Net cash provided by (used in) financing activities . . . . 135,298 31,891 (16,376)
Eftect of exchange rate fluctuations on cash. .. ... ... 400 — (1)
Increase {(decrease) incash . ... ... ... ......... 38,524 (3,002) 3,494
Cash & equivalents at beginning of year ... ........ 3,242 6,244 2,750
Cash & equivalents atend of year .. .. .......... $ 41,766 § 3242 § 6.244
Supplemental disclosure of cash flows information:
Cash paid during the year for interest. ... ... ....... $ 28268 $ 13,216 % 13,361
Cash paid {net of refunds received) during the year for

INCOME LAXES . . . . .ottt $ 12839 S 5381 % 349

See accompanying notes
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LIBBEY INC.

Notes to Consolidated Financial Statements
(Dollars in thousands, except share data and per-share amounts)

1. Description of the Business

Libbey is the leading producer of glass tableware products in the Western Hemisphere, in addition to supplying
to key markets throughout the world. With Libbey’s roots dating back to 1818, we have the largest manufacturing,
distribution and service network among North American glass tableware manufacturers. We design and market an
extensive line of high-quality glass tableware, ceramic dinnerware, metal flatware, hollowware and serveware, and
plastic items to a broad group of customers in the foodservice, retail, business-to-business and industrial markets,
We own and operate two glass tableware manufacturing plants in the United States as well as glass tableware
manufacturing plants in the Netherlands, Portugal, China and Mexico. We also own and operate a ceramic
dinnerware plant in New York and a plastics plant in Wisconsin. In addition, we import products from overseas in
order to complement our line of manufactured items. The combination of manufacturing and procurement allows us
to compete in the global tableware market by offering an extensive product line at competitive prices.

2. Significant Accounting Policies

Basis of Presentation The Consolidated Financial Statements include Libbey Inc. and its majority-owned
subsidiaries (collectively, Libbey or the Company). Qur fiscal year end is December 3 Ist. Prior to June 16, 2006, we
recorded our 49 percent interest in Crisa using the equity method. On June i6, 2006, we acquired the remaining
51 percent of Crisa; as a result, effective that date Crisa’s results are included in the Consolidated Financial
Statements. Prior to October 13, 2006, we owned 95 percent of Crisal-Cristalaria Automatica S.A. (Crisal). The
5 percent equity interest of Crisal that we did not own prior to October 13, 2006 is shown as minority interest in the
Consolidated Financial Statements. On October 13, 2006, we acquired the remaining 5 percent of Crisal. All
material intercompany accounts and transactions have been eliminated. The preparation of financial statements and
relfated disclosures in conformity with United States generally accepted accounting principles (U.S. GAAP)
requires management to make estimates and assumptions that affect the amounts reported in the Consolidated
Financial Statements and accompanying notes. Actual results could differ materially from management’s estimates.

Consolidated Statements of Operations Net sales in our Consolidated Staternents of Operations include
revenue earned when products are shipped and title and risk of loss has passed to the customer. Revenue is recorded
net of returns, discounts and incentives offered to customers, Cost of sales includes cost to manufacture and/or
purchase products, warehouse, shipping and delivery costs, royalty expense and other costs.

Revenue Recognition Revenue is recognized when products are shipped and title and risk of loss have
passed to the customer. Revenue is recorded net of returns, discounts and incentives offered to customers. We
estimate returns, discounts and incentives at the time of sale based on the terms of the agreements, historical
experience and forecasted sales. We continually evaluate the adequacy of these methods used to estimate returns,
discounts and incentives.

Account Receivable and Allowance for Doubtful Accounts We record trade receivables when revenue is
recorded in accordunce with our revenue recognition policy and relieve accounts receivable when payments are
received from customers. The allowance for doubtful accounts is established through charges to the provision for
bad debts. We regularly evaluate the adequacy of the allowance for doubtful accounts based on historical trends in
collections and write-offs, our judgment as to the probability of collecting accounts and our evaluation of business
risk. This evaluation is inherently subjective, as it requires estimates that are susceptible to revision as more
information becomes available. Accounts are determined to be uncollectible when the debt is deemed to be
worthless or only recoverable in pact and are written off at that time through a charge against the allowance.

Inventory Valuation Inventories are valued at the lower of cost or market. The last-in, first-out (LIFO)
method was used for 40.4 percent and 40.8 percent of our inventories in 2006 and 20035, respectively. The remaining
inventories are valued using either the first-in, first-out (FIFO) or average cost method. For those inventories valued
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LIBBEY INC.

Notes to Conselidated Financial Statements — (Continued)

on the LIFO method, the excess of FIFQ, or weighted average cost over LIFO, was $15,927 and $14,716 for 2006
and 2005, respectively.

Purchased Intangible Assets and Goodwill Statement of Financial Accounting Standards (SFAS) No. 142,
“Goodwill and Other Intangible Assets™ (SFAS No. 142) requires goodwill and purchased indefinite life intangible
assets to be reviewed for impairment annually. or more frequently if impairment indicators arise. Intangible assets
with lives restricted by contractual, legal or other means will continue to be amortized over their useful lives. As of
Qctober 1st of each year, we update our separate impairment evaluations for both goodwill and indefinite life
intangible assets. In 2006, our review did not indicate any impairment of goodwill or indefinite life intangibles. In
2003, our review indicated an impairment of both goodwill and indefinite life intangible assets at our Syracuse
China facitity. For further disclosure on goodwill and intangibles, see note 7.

Software We account for software in accordance with Statement of Position (SOP) 98-1, “*Accounting for the
Costs of Computer Software Developed or Obtained for Internal Use.” Software represents the costs of internally
developed and purchased software packages for internal use. Capitalized costs include software packages,
installation and/or internal labor costs. These costs generally are amortized over a five-year period.

Property, Plant and Equipment Property, plant and equipment are stated at cost less accumulated depre-
ciation. Depreciation is computed using the straight-line method over the estimated useful lives of the assets,
generally 3 to 14 years for equipment and furnishings and 10 to 40 years for buildings and improvements.
Maintenance and repairs are expensed as incurred.

Long-lived assets to be held and used are reviewed for impairment whenever events or changes in circum-
stances indicate that the carrying amount of such assets may nol be recoverable. Measurement of an impairment loss
for long-lived assets that we expect to hold and use is based on the fair value of the asset. Long-lived assets to be
disposed of are reported at the lower of carrying amount or fair value less costs to sell. See note 10 for description of
write-down taken.

Self-Insurance Reserves  Self-Insurance reserves reflect the estimated liability for group health and workers’
compensation claims not covered by third-party insurance. We accrue estimated losses based on actuarial models
and assumptions as well as our historical loss experience. Workers’” compensation accruals are recorded at the
estimated ultimate payout amounts received from our third party administrator based on individual case estimates.
In addition, we record estimates of incurred-but-not-reported losses as developed by an independent third party
actuary. Group health accruals are based on estimates of incurred-but-not-reported estimates received from our third
party administrator of the plan.

Pension and Nonpension Postretirement Benefits Effective January 1, 2006, we adopted SFAS No. 158,
Employers Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB
Statements No. 87.88,106 and 132® (effective December 31, 2006). SFAS 158 requires recognition of the over-
funded or under-funded status of pension and other postretirement benefit plans on the balance sheet. Under
SFAS 158, gains and losses, prior service costs and credits and any remaining prior transaction amounts under
SFAS 87 and SFAS 106 that have not yet been recognized through net periodic benefit cost are recognized in
accumulated other comprehensive income, net of tax effect. In addition, our supplemental employee retirement plan
covers those salaried U.S. based employees hired before January 1, 2006.

The U.S. pension plans including the supplemental employee retirement plan (SERP), cover our hourly
employees and those salaried U.S. based employees hired before Janvary 1, 2006. The non-U.S. pension plans cover
the employees of our wholly-owned subsidiaries, Royal Leerdam, Leerdam Crystal, both located in the Nether-
lands, and Crisa, located in Mexico. For further discussion see note 12.

We also provide certain postretirement health care and life insurance benefits covering substantially all U.S.
and Canadian salaried employees hired before January 1, 2004. Employees are generally eligible for benefits upon
reaching a certain age and completion of a specified number of years of creditable service. Benefits for most hourly
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LIBBEY INC.

Notes to Consolidated Financial Statements — (Continued)

retirees are determined by collectible bargaining. Under a cross-indemnity agreement, Owens-Illinois, Inc.
assumed liability for the nonpension postretirement benefit of our retirees who had retired as of June 24, 1993,
Therefore. the benefits related to these retirees is not included in our liability.

Income Taxes Income taxes are accounted for under the asset and hability method. Deferred tax assets and
liabilities are recognized for estimated future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases and tax attribute carry-
forwards. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those
temporary differences are expected to be recovered or settled. FAS No. 109, “Accounting for Income Taxes,”
requires that a valuation allowance be recorded when it is more likely than not that some portion or all of the
deferred tax assets will not be realized.

Deferred tax assets and habilities are determined separately for each tax jurisdiction in which the Company
conducts its operations or otherwise incurs taxable income or losses. In the United States, the Company has
recorded a net deferred tax asset. Losses before income taxes have been incurred in recent years and, though the risk
of not realizing the net deferred tax asset exists, we believe it is more likely than not that the net deferred tax asset
will be realized through loss carry backs and the effects of tax planning.

Derivatives We account for derivatives in accordance with SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities.,” as amended by SFAS Nos. 137 and 138. We hold derivative tinancial
instruments to hedge certain of our interest rate risks associated with long-term debt, commodity price risks
associated with forecasted future natural gas requirements and foreign exchange rate risks associated with
occasional transactions denominated in a currency other than the U.S. dollar. These derivatives (except for all
natural gas contracts entered into by Crisa before the June 16, 2006 acquisition of the remaining 51 percent of Crisa)
qualify for hedge accounting since the hedges are highly effective, and we have designated and documented
contemporaneously the hedging relationships involving these derivative instruments. While we intend to continue
to meet the conditions for hedge accounting, if hedges do not qualify as highly effective or if we do not believe that
forecasted transactions would occur, the changes in the fair value of the derivatives used as hedges would be
reflected in earnings. Derivatives are more fully discussed in note 16.

Foreign Currency Translation  Assets and liabilities of non-U.S. subsidiaries that operate in a local currency
environment, where that local currency is the functional currency. are translated to U.S. dollars at exchange rates in
effect at the balance sheet date, with the resulting translation adjustments directly recorded to a separate component
of accumulated other comprehensive income. Income and expense accounts are translated at average exchange rates
during the year. Translation adjustments are recorded in other (expense) income, where the U.S. dollar is the
functional currency.

Stock-Based Compensation Expense In December 2004, the FASB issued SFAS No. 123 (revised 2004),
“Share-Based Payment™ (SFAS No. 123-R), which amends and replaces SFAS No. 123, “Accounting for Stock-
Based Compensation” (SFAS No. 123), supersedes APB No. 25 and requires share-based compensation trans-
actions to be accounted for using a fair-value-based method and the resulting cost recognized in our financial
statements. On January |, 2006, we adopted SFAS No. 123-R. Share-based compensation cost is measured based on
the fair value of the equity instruments issued. SFAS No. 123-R applies to all of our outstanding unvested share-
based payment awards as of January 1, 2006, and all prospective awards using the modified prospective transition
method without restatement of prior periods. The impact of applying the provisions of SFAS No. 123-R wus a pre-
tax charge of $1.3 million for 2006. See note 15.

Research and Development Research and development costs are charged to the Consolidated Statements of
Operations when incurred. Expenses for 2006, 2005 and 2004, respectively, were $2.3 million, $2.4 million and
$2.2 million.

Advertising Costs We expense all advertising costs as incurred, and the amounts were immaterial for all
periods presented.
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Computation of Income Per Share of Common Stock Basic net income per share of common stock is
coniputed using the weighted average number of shares of common stock outstanding during the periad. Diluted net
income per share of common stock is computed using the weighted average number of shares of common stock
outstanding and dilutive potential common share equivalents during the period.

Treasury Stock Treasury stock purchases are recorded at cost. During 2006, 2005 and 2004, we did not
purchase any treasury stock. During 2006, 2005, and 2004, we issued 323,546, 197.589 and 167,287 shares from
treasury stock at an average cost of $9.56, $16.93, and $21.42 respectively.

Reclassifications  Certain amounts in prior years’ financial statements have been reclassified to conform to
the presentation used in the year ended December 31, 2006.

New Accounting Standards In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes an [nterpretation of FASB Statement No. 109.” (“FIN No. 48™). FIN No. 48 is effective
for the first interim or annual reporting period for the first fiscal year beginning on or after December 15, 2006.
FIN 48 claritied the accounting for income taxes by prescribing a minimum recognition threshold a tax position is
requited to meet before being recognized in the financial statements. FIN 48 also provides guidance on
derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure,
and transition. FIN No. 48 applies to all tax positions for income taxes accounted for in accordance with
SFAS No. 109, “Accounting for Income Taxes.” We plan to adopt FIN No. 48 effective for the first quarter of
the calendar year ended December 31, 2007. We are currently evaluating the effect that the adoption of FIN 48 will
have on our consolidated results of operations and financial condition and are not yet in a position to determine such
etfects.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements.  SFAS No. 157 defines fair
value, establishes a framework for measuring fair value, and expands disclosure about fair value mecasurements.
This statement clarifies how to measure fair value as permitted under other accounting pronouncements but does not
require any new fair value measurements. However, for some companies, the application of this statement will
change current practice. We will be required to adopt SFAS No. 157 as of January 1, 2008, We are currently
cvaluating the impact of SFAS No. 157 will have on our consolidated resulis of operations and financial condition
and are not yet in a position to determine such effects.

3. Balance Sheet Details

The following tables provide detail of selected balance sheet items:
December 31, 2006 2005

Accounts receivable:

Trade receivables . .. .. $ 94490 $ 75470
Other receivables. . . L. e e e 4,713 3,572
Total accounts receivable, less allowances of $11,507 and $13,396 ... ... .. $99203 $ 79,042
Inventories:

Finished goods .. .. ... . e $147.423  $112,058
WOTK 11 PrOCESS .« - o ottt e e ettt 3,881 4,456
Raw materials . . . ... e 4,922 5442
Operating supplies. . . ..t i e 2,897 616
Total INVERLOFIES . . . . . o e e $159,123  $122,572
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December 31, 2006 2005
Prepaid and other current assets:

Prepaid expenses. . . .. .. ... ... ... ... $ 8115 § 3,142
Prepaid income taxes. . . .. ... ... . . . e e 8,517 —
Derivative assels . . . ... . e e e — 7,645
Total prepaid and other cutrent assets . ......... .. .. .. viierrinn... $ 16,632 $ 10,787
Other assets:

DI POSIS .« o i e e $ 1,069 $ 1386
Finance fees — net of amortization . .. ... ... ... ... ... . ... . ... ... 14,275 2,003
Oher L e e e 2,373 1,008
Total Olher G88eL8. . . . vttt e e et e e e e e e $ 17,717 % 4,397
Accrued liabilities:

Accrued incentives . ... ... ... ... . $ 15341 % 14,306
Workers compensation. . . . . ... . i e 10,008 9,134
Medical liabilities . .. ... ... .. .. . . .. ... 2,539 30
=T 5,519 1,843
Commissions payable . . ... ... .. .. . . ... . i . 1,539 858
Accrued habilities . . . .. ... L 11,189 7,741
Total accrued liabilities . . . . . . . . ... $ 46,135 $ 36,901
Other long-term liabilities:

Deferred liability . ... .. ... o $ 754 $ 877
Guarantee of Crisadebl. . ... ... ... ... .. . .. .. . — 421
Other . . . 10,386 4,163
Total other long-term liabilities .. .. ... ....... ... . ... ........... $ 11,140 $ 5461

4. Acquisitions

Crisa

On June 16, 2006, we purchased from Viitro, §_A. de C.V. the remaining 51 percent of the shares of Vitrocrisa
Holding, S. de R.L. de C.V. and retated companies (Crisa), located in Monterrey, Mexico, that we did not previously
own. The purchase price was $80.0 million in addition to $4.9 million of acquisition costs. In addition, we
refinanced approximately $71.9 million of Crisa’s existing indebtedness, $23.0 million of which we guaranteed
prior to our purchase of the remaining 51 percent of the shares of Crisa. In connection with the acquisition, Crisa
transferred to Vitro the pension liability for Crisa employees who had retired as of the closing date. Vitro also agreed
to forgive $0.4 million of net intercompany payables owed to it and to defer receipt of approximately $9.4 million of
net intercompany payables until August 15, 2006, and approximately $19.7 million of net intercompany payables
until January 15, 2008. In addition, Vitro waived its right to receive profit sharing payments of approximately
$1.3 million from Libbey under the now-terminated distribution agreement. Crisa transferred to Vitro real estate
(land and buildings) on which one of Crisa’s two manufacturing facilities is located. but Crisa retained the nght to
occupy the facility transferred to Vitro for up to three years. Concurrently, Vitro transferred to Crisa ownership of
the land on which a leased, state-of-the-art distribution center is located, along with racks and conveyors that Crisa
leased from an affiliate of Vitro. Also, Vitro agreed not to compete with Crisa anywhere in the world (with limited
exceptions) for five years.
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Crisa is one of the largest glass tableware manufacturer in Latin America and has a significant percentage of
the glass tabieware market in Mexico. This acquisition is consistent with our strategy (o expand our manufacturing
platform into low-cost countries in order to become a more cost-competitive source of high-quality glass tableware.

In establishing the opening balance sheet under step acquisition accounting, we recorded 49 percent of the
historical book value of the assets acquired and liabilities assumed of Crisa due to our existing 49 percent ownership
of Crisa, and 51 percent of the fair values of the assets acquired and liabilities assumed as of the date of acquisition.
The following is 2 summary of 51 percent of the assigned fair values of the assets acquired and liabilities assumed as
of the date of acquisition.

Current assets and other assels . . . ... .. ... it e $ 40,639
Property, plant and equipment. . ... ....... ... ... ... L e 36,660
Intangible assets . . . .. L e 21,675
Goodwill . . . e e e e 55,480
Total assets acqUIred. . . .. . .. e e e 154,454
Less liabilities assumed:

Current Babilifies . . .. .. ... L e e 41.044
Long-term liabilities . . . . . .. .. . . e 28,547
Total labilities assumed . . . .. .. L e 69,591
Cash purchase price, including acquisition costs .. ... ... ... ... ... ... ... ..... 84,863
Less: Cash acquired . . .. .. .. e 6,429
Cash purchase price. net of cash acquired . .. ...... ... ... ... . ... .. ... ... . ... $ 78,434

The purchase price allocation for the Crisa acquisition has been updated in the fourth quarter of 2006 to reflect
the results of an independent appraisal of property, plant and equipment and intangible assets that was completed in
the fourth quarter of 2006 and changes in initial restructuring cost estimates, Property, plant and equipment
decreased by $10.0 million and identifiable intangible assets increased by $2.1 million.

The following table is a summary of the goodwill associated with the excess of the purchase price over the fair
value of assets acquired and liabilities assumed as a result of the purchase price allocation. This table provides the
details for 100 percent of the goodwill created by the purchase of the remaining 51 percent interest in Crisa, which is
included in the North American Glass reporting segment:

Inferred Enterprise purchase price ($80.0 million divided by 51%) . ...... ... ....... $ 156,863
Less: assets received/liabilities forgiven .. ........ ... ... .. L. L L L (4,457)
Add: acquisition COSIS . . . . ... e e 4.863
Add: adjustment to reflect 49% of inferred purchase price toactual .. ... .. ... ..., 2,342
Aggregate enterprise purchase price. . . .. .. ... ... ... .. L il 159,611
Add: fair value liabilities assumed . . . ... ... ... . 154,690
Less: fair value assets acquired . . .. .. ... (189,474)
Total enterprise goodwill . .. . ... . 3 124,827

intangible assets acquired of approximately $2t.7 million consist of trademarks and trade names, patented
technologies, customer lists and non-compete covenants. The patented technologies, customer lists and non-
compete covenants are being amortized over an average life of 7.7 years. Amortization of these intangible assets
was $0.6 million for 2006. Trademarks and trade names are valued at approximately $8.9 million and are not subject
to amortization.
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Crisa’s results of operations are included in our Consolidated Financial Statements starting June 16, 2006.
Prior to June 16, 2006, 49 percent of Crisa’s earnings were accounted for under the equity method.

The pro forma unaudited results of operations, assuming we consummated the acquisition of Crisa as of
January 1. 2006, along with comparative results for 2005 and 2004, are as follows:

2006 2005 2004

Netsales ... e e $763,553  $728,747  $705.042
Earnings before interest and taxes, . .. .......... ... ... .. $29791 $ 4774 5 46.185
Net (loss) inCome. .. ... .. e $(15,258) $(14,212) $ 13,094
Net (loss) income per share:

BaSIC . . e e e $ 08 $ (102 3 095
Diluted . . ... $ (1.08y $ (1.02) $ 095
Depreciation and amortization . ........... ... ... ... . ... $ 41,806 & 44,558 % 38572

See note 10 for a discussion on special charges included in the above table.

In June 2006, we announced plans to consolidate Crisa’s two principal manufacturing facilities into a single
facility in order to reduce fixed costs. In connection with this consolidation. we recognized special charges of
approximately $18.9 million in 2006 (additional charges could be recognized as we finalize the step acquisition
accounting). These special charges are described in note 6. In addition, a $3.2 million reserve related to statutory
severance for approximately 650 hourly employees of Crisa was established and was included in the liabilities
assumed as of the date of acquisition,

Crisal

On January 10, 2005, we purchased from Vista Alegre Atlantis SGPS, SA (VAA) 95 percent of the shares of
Crisal located in Marinha Grande, Portugal. The cash transaction was valued at €22.1 million, including acquisition
costs. Our agreement with VAA contemplated that we would acquire the remaining 5 percent of Crisal for either |
Euro or €2 million, depending on Crisal’s operating performance over a period of up to three years after the closing
of the acquisition. In addition, the agreement contemplated that, if Crisal met other specified EBITDA and net sales
targets, we would pay the seller an earn-out payment in the amount of €5.5 million no earlier than three years after
the closing date of January 10, 2005, The agreement contemplated that if any contingent payments were made
according to the agreement, the payments would be reflected as additional purchase price,

On October 13, 2006, we settled certain acquisition price disputes with VAA by entering into an agreement
pursuant to which VAA transferred to Libbey Europe B.V., for 1 euro, the remaining 5 percent of Crisal that we did
not acquire in January 2005. VAA also agreed to waive any earn-out payment that otherwise might be payable in
connection with the acquisition. To account for this setilement, we adjusted goodwill by $.02 million.

Crisal manufactures and markets glass tableware, mainly tumblers, stemware and glassware accessories, and
the majority of its sales are in Portugal and Spain. This acquisition of another European glassware manufacturer is
complementary to our 2002 acquisition of Royal Leerdam, a maker of fine European glass stemware. Royal
Leerdamy’s primary markets are located in countries in northern Europe. These acquisitions are consistent with our
growth strategy to be a supplier of high-quality, machine-made glass tableware products to key markets worldwide.
Crisal is included in the International reporting segment.
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Following is a summary of the adjusted fair values of the assets acquired and liabilities assumed as of the date
of acquisition:

CUITCRE GSSELS . . o v e o et e et e et et e et e et e et e e 513,216
Property. plant and equipment. . .. .. ... L 32,364
Intangible assets. ... ... 4,455
GoodWill L oo e e e 3,332
Total assets acquired . . . .. L e 53.367
Less liabilities assumed: Current liabilities .. .. ... ... ... o o i 18,992
Long-term Habilities., . . .. ... e e 5427
Total habilities assumed . . . .. ... .. e e e e 24,419
Cash pUrChaise PriCe . . ..o .ttt e i e $28.948

Intangible assets acquired of $4.5 million consist of trade names and customer lists and are being amortized
over an average life of 9.6 years. Crisal’s results of operations are included in our Consolidated Financial Statements
starting January 11, 2005. Pro forma results for both the prior-year period and the period from January 1 through
January 10, 2005, are not included, as they are considered immaterial.

5. Software

Software consists of internally developed and purchased software packages for internal use. Capitalized costs
include software packages, installation, and/or certain internal labor costs. These costs are generally amortized over
a five-ycar period. Software is reported net of accumulated amortization.

December 31. 2006 2005

SO WALE . . . o oo e e $20,127  $19.042
Accumulated amortization. . . .. ... ... e 15,423 14,481
SOTIWAHIE — NMEL. © ot v et e e e e e $ 4704 $ 4,561

Amortization expense was $0.9 million, $0.8 million and $0.9 million for years 2006, 2005 and 2004,
respectively.
6. Investments in Unconsolidated Affiliates

Prior to June 16, 2006, we were a 49 percent equity owner in Crisa. On June 16, 2006, we purchased the
remaining 51 percent of Crisa. See note 4 for additional information. We recorded our 49 percent interest in Crisa
using the equity method for the periods prior to June 135, 2006,
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Condensed balance sheet information for Crisa (including adjustments for U.S. GAAP equity method
accounting) is as follows:

December 31, 2006(1) 2005

CUITEnt A8SELS . . L. o e $— $ 80,102
Non-current assets . . ... ... . e — 99,940
Total asSets . . . ..o — 180,042
Current liabilities. . . . ... ... . . e — 72,550
Other LHabilities . . .. ... = 94,865
Total liabilities . ... . .. . . — 167,415
Netassets ... ... .. e $—  § 12627

Condensed statements of operations for Crisa (including adjustments for U.S. GAAP equity methed account-
ing) are as follows:

Year cnded December 31, 2006(2) 2005 2004
Total revenues . . .. ... . ... . ... . $87,520 $191.801  $189,761
Costof sales . ... . . . 71,204 165,815 162,046
Gross profit . . ... .. 16,316 25,986 21715
Selling, general and administrative expenses . . .............. 10,993 23,154 22,250
Income fromoperations . . ............................. 5,323 2,832 5,465
Remeasurement gain (foss). .. ........ ... . ... ... ..... 2,934 (1,284} (1,341}
Year ended December 31, 2006(2) 2005 2004
Other expense .. ... ...t e (103) (1,533) (463)
Eamnings before interest and taxes. . ......... ... ......... 8,154 15 3,661
Interest eXpense . . ... .. .. e 4,099 8,382 6,589
Income (loss) before income taxes ... .................... 4,055 (8,367) (2,928)
Income taxes .. ... ... 1,006 931 (1,106)
Netincome (loss). . ... ... e $ 3049 S (9298) § (1,822)

(1) Included in the Consolidated Balance sheet at December 31, 2006.
(2) For the period ended June 15, 2006.

The above 2005 results have been adjusted to reflect the impact of the deferred profit sharing and severance
indemnity obligation items referred to in Crisa’s Report of Independent Registered Public Accounting Firm.
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For periods prior to June 16, 2006, we recorded 49 percent of Crisa’s income before income taxes in the ling
“equity (loss) earnings-pretax’” in our Consolidated Statements of Operations. We recorded 49 percent of Crisa’s
income taxes in the ling “provision for income taxes” in our Consolidated Statements of Operations. These items are
shown below:

Year ended December 31. 2006 2005 2004

Equity earnings {lossy —pretax. . . ... ... ... .. $1.986  $(4,100) $(1,435)
Provision (credit) for income 1axes ... ... . i nnrnenn.- 493 456 (542)
Net equity earnings (1088) . .. .o ot e $1,493  $(4.556) $ (893)

On our Consolidated Statements of Cash Flows, we recorded the net equity earnings (loss) amount as part of
operating activities.

We tested for impairment of our investment in accordance with APB 18, “The Equity Method of Accounting
for Investments in Common Stock.”™ For all periods presented, no impairment exists,

Interpretation No. 46 “Consolidation of Variable Interest Entities” (FIN 46R), requires a company that holds a
variabie interest in an entity to consolidate the entity if the company’s interest in the variable interest entity (VIE) is
such that the company will absorb a majority of the VIE's expected losses and/or receive a majority of the VIE’s
expected residual returns, and therefore is the primary beneficiary. Our 49 percent equity ownership in Crisa began
in 1997. We determined that, prior to our acquisition of the remaining 51 percent of Crisa on June 16, 2006, Crisa
was a VIE. Qur analysis was based upon our agreements with the former joint venture, specifically, our 49 percent
participation in equity earnings (loss), dividends, certain contractual technical assistance arrangements, and a
distribution agreement giving us exclusive distribution rights to sell Crisa’s glass tableware preducts in the U.S. and
Canada, and giving Crisa the exclusive distribution rights for our glass tableware products in Latin America. In
addition, we guaranteed a portion of Crisa’s bank debt. We evaluated this investment and related arrangements, and
we determined that we were not the primary beneficiary and should not consolidate Crisa into our Consolidated
Financial Statements for any period prior to June 16, 2006.

7. Purchased Intangible Assets and Goodwill
Purchased Intangibles

Changes in purchased intangibles balances are as follows:

2006 2005

Beginning balance .. ........ ... .. .. $10,778 $12.314
Acquired (note d) . .. e 21,675 4.455
Impairment (see below). . ... . . e e —_ (3,738)
AMOTIZAUON . . . .ttt e it et e e e e e (1,842) (1,326)
Foreign currency impact . .. ... ... . e 881 (927)
Ending balance . . . .. ... .. $31,492  $10,778
Purchased intangible assets are composed of the following:
December 31, 2006 2005
Indefinite life intangible assets .. .. ... . . . i e $15,753  $ 6,879
Definite life intangible assets. net of accumulated amortization of $8,797

and 36,0955 . e 15,739 3,899
Total L e $31,492  $10.778
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Amortization expense for definite life intangible assets was $1.8 million, $1.3 millicn and $0.8 million for
years 2006, 2005 and 2004, respectively.

Indefinite life intangible assets are composed of trade names and trademarks that have an indefinite life and ure
therefore individually tested for impairment on an annual basis, or more frequently in certain circumstances where
impairment indicators arise, in accordance with SFAS No. 142. Qur measurement date for impairment testing is
October Istof each year. When performing our test for impairment of individual indefinite life intangible assets, we
use a relief from royalty method to determine the fair market value that is compared to the carrying value of the
indefinite life intangible asset. In 2005, we concluded that intangibles of $3.7 million, associated with Syracuse
China, were impaired. This impairment charge is recorded in the North American Other reporting segment.

The definite life intangible assets primarily consist of technical assistance agreements, noncompete agree-
ments, customer relationships, and patents. The definite life assets are generally amortized over a period ranging
from three to twenty years. The weighted average remaining life on the definite life intangible assets is 9.6 years at
December 31, 2006.

Future cstimated amortization expense of definite life intangible assets is as follows:

2007 2008 2009 2010 2011
$1.658 $1,327 $1.327 $1,327 $1.,200
Goodwill

Changes in goodwill balunces, net of accumulated amortization, are as follows:

2006 2005
Beginning balance. . . .. ... ... $ 50,825 $53,689
499% investment in Crisa ... .ot e 69,347 —_
S1% investment in Crisa . . ... ... ... 55,480 —_
Acquired fnote 4) . .. 124,827 3,924
OIRET . L e e, (1,948) —
Impairment (see below) . . . . .. —_ (5.441)
Foreign currency impact . ... .. .. 1,176 (1,347)
Ending balance . ... ... .. $174.880  $50,825

The $69.3 million represents the goodwill attributable to the original 49 percent ownership in Crisa, which was
included in investments on the Consolidated Balance Sheet prior to the acquisition of the remaining 51 percent on
June 16, 2006. The $55.6 million relates to the goodwill acquired with the purchase of the remaining 51 percent of
Crisa. Other relaies to adjustments Lo the fair value of assets acquired and liabilities assumed related to the Royal
Leerdam and Crisal acquisitions.

Goodwill impairment tests are completed for each reporting unit on an annual basis, or more frequently in
certain circumstances where impairment indicators arise. When performing our test for impairment, we use the
discounted cash flow method, which incorporates the weighted average cost of capital of a hypothetical third party
buyer to compute the fair value of each reporting unit. The fair value is then compared to the carrying value. To the
extent that fair vatue exceeds the carrying value, no impairment exists. This was done as of October Lst for each year
presented. Our review indicated an impairment of goodwill of $5.4 million at our Syracuse China facility during
2005. This impairment was recorded in the North American Other reporting segment.
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8. Property, Plant and Equipment

Property, plant and equipment consists of the following:

December 31, 2006 2005

Land. . ... e $ 22570 $ 15,649
Buildings . ... ... .. 64,825 50,935
Machinery and equipment . .. ... ... .. L e 343,132 253,757
Furniture and fixtures . .. ... ... .. . ... ... . .. 13,943 12,962
Construction in PrOETESS . . o v ottt it et e 57,850 24,638
Gross property, plant and equipment ... ......... ... .. ... ... .. ... .. 502,320 357,941
Less accumulated depreciation. . . ... ... .. .. 190,079 157,813
Net property, plant and equipment . .. .............. ... ... ... ..... $312,241  $200,128

Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the assets, generally 3 to 14 years for equipment and
furnishings and 10 to 40 years for buildings and improvements. Depreciation expense was $32.9 million,
$30.4 million and $27.8 million for the years 2006, 2003, and 2004, respectively.

Under SFAS No. 144, long-lived assets are tested for recoverability if certain events or changes in circum-
stances indicate that the carrying value may not be recoverable. During 2005, we recorded $6.3 million of
reductions in the carrying value of our long-lived assets at Syracuse China in accordance with SFAS No. 144. This
impairment charge is recorded in the North American Other reporting segment.

9. Borrowings

Our borrowings, prior to the refinancing consummated on June 16, 2006, consisted of a revolving eredit and
swing line facility permitting borrowings up to an aggregate total of $195.0 million, $100.0 million of privately
placed senior notes, a $2.7 million promissory note in connection with the purchase of our Laredo, Texas
warehouse, a euro-based working capital line for a maximum of €10.0 million, and other borrowings including the
RMB Loan Contract described below and other debt related to Crisal.

On June 16, 2006, Libbey Glass Inc. issued, pursuant to private offerings, $306.0 million aggregate principal
amount of floating rate senior secured notes {(Senior Notes) and $102.0 million aggregate principal amount of senior
subordinated secured pay-in-kind notes (PIK Notes) both due 201 1. Concurrently, Libbey Glass Inc. entered into a
new $150.0 million Asset Based Loean facility (ABL Facility), expiring in 2010. Fair value of all debt approximates
carrying value.

Proceeds from these transactions were immediately used to repay existing bank and private placement
indebtedness. In addition, proceeds were used for the acquisition, for $80.0 million, of the remaining 51 percent
equity interest in Crisa, bringing our ownership of Crisa to 100 percent; for repayment of existing Crisa
indebtedness of approximately $71.9 million; and for related fees, expenses and debt redemption premiums of
Libbey and Crisa. Unamortized finance fees in the amount of $4.9 million related to the refinanced debt of Libbey
and Crisa were also written oft in the second quarter of 2006 and classified as interest expense in the Consolidated
Statements of Operations.
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Borrowings as of December 31, 2006 consist ot the following:
Interest Rate Maturity Date Amounts
Borrowings under ABL facility . ... ... ... floating December 16, 2010 $ 46,210

floating (see
Interest rate

protection
agreements

Senmiornotes . .......... ... ... below) June 1, 2011 306,000
PIKnotes ...............iiieri . 16.00% December 1, 2011 109,480
Promissory note . .................... 6.00% January 2007 to September 2016 1,985
Notespayable . . ......... ... ... ...... floating January 2007 226
RMB loan contract .. ................. floating July 2012 to December 2012 32,050
Obligations under capital leases . . . ... .. .. tloating January 2007 to May 2009 1,548
Otherdebt. . ..... ... . ... .. ......... floating September 2009 1,954
Total borrowings . .. .................. 499,453
Less — unamortized discounts and

WAITANLS . . .. e 8,221
Total borrowings —net ... ............. 491,232
Less — current portion of borrowings . .. .. 1,020
Total long-term portion of borrowings —

MEl e e $490,212
SBorrowings as of December 31, 2005 consist of the following:

Interest Rate Matrity Date Amount

Borrowings under revolving credit facility. . . ... floating June 24, 2009 $143.814
Seniormnotes. ... ... L L 4.69% March 31, 2008 25,000
Senlor NOtes. . . .. e 6.08% March 31, 2013 55,000
Seniornotes. . ........... . i . floating March 31, 2010 20,000
Promissorynote. ........... ... .. ... ... .. 6.00% January 2007 to September 2016 2,131
Notespayable .. ... ... ... ... ... ...... floating January 2007 11,475
Obligations under capital leases ... .......... floating January 2007 o May 2009 2,203
Otherdebt . . .......... ... .. ... ......... floating September 2009 2,056
Total borrowings .. ... ... ... ... ..... 261,679
Less — current portion of borrowings. . . ... ... 12,300
Total long-term portion of borrowings — net. . . . $249.379

Annual maturities for all of our borrowings for the next five years are as {ollows:

2007 2008 2009 2010 2011 & Thereafier
$1.020 $793 $2,410 $46,395 $440614

ABL Facility

The ABL Facility is with a group of banks and provides for a revolving credit and swing line facility permitting
borrowings for Libbey Glass and Libbey Europe up to an aggregate of $150.0 million, with Libbey Europe’s
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borrowings being limited to $75.0 million. Borrowings under the ABL Facility mature December 16, 2010. Swing
line borrowings are limited to $15.0 million, with swing line borrowings for Libbey Europe B.V. being limited
to €7.5 miltion. Swing line U.S. dollar borrowings bear interest calculated at the prime rate plus the Applicable Rate
for ABR (Alternate Base Rate) Loans, and euro-denominated swing line borrowings (Eurccurrency Loans) bear
interest calculated at the Netherlands swing line rate, as defined in the ABL Facility. The Applicable Rates for ABR
Loans and Eurocurrency Loans vary depending on our aggregate remaining availability. The Applicable Rates for
ABR Loans and Eurocurrency Loans were 0 percent and .75 percent, respectively, at December 31, 2006, There
were no Libbey Glass borrowings under the facility at December 31, 2006, while Libbey Europe B.V. had
outstanding borrowings of $46.2 million at December 31, 2006.

All borrowings under the ABL Facility are secured by a first priority security interest in (i) substantially all
assets of (a) Libbey Glass and (b} substantially all of Libbey Glass’s present and future direct and indirect domestic
subsidiaries, (ii} (a)} 100 percent of the stock of Libbey Glass, (b) 100 percent of the stock of substantially all of
Libbey Glass's present and future direct and indirect domestic subsidiaries, {¢) 100 percent of the non-voting siock
of substantially all of Libbey Glass’s first-tier present and future foreign subsidiaries and (d) 65 percent of the voting
stock of substantially all of Libbey Glass’s first-tier present and future foreign subsidiaries, and (ii)) substantially all
proceeds and products of the property and assets described in clauses (i) and (ii) of this sentence. Additionally,
borrowings by Libbey Europe under the ABL Facility are secured by a first priority security interest in (i) sub-
stantially all of the assets of Libbey Europe, the parent of Libbey Europe and certain of its subsidiaries,
(i) 100 percent of the stock of Libbey Europe and certain subsidiaries of Libbey Europe, and (iii) substantially
all proceeds and products of the property and assets described in clauses (i) and (ii) of this sentence.

We pay a Commitment Fee, as defined by the ABL Facility, on the total credit provided under the Facility. The
Commitment Fee varies depending on our aggregate availability. The Commitment Fee was 0.25 percent at
December 31, 2006. No compensating balances are required by the Agreement. The Agreement does not require
compliance with restrictive financial covenants, unless aggregate unused availability falls below $25.0 million.

The borrowing base under the ABL Facility is determined by a monthly analysis of the eligible accounts
receivable, inventory and fixed assets. The borrowing base is the sum of (a) 83 percent of eligible accounts
receivable, (b) the lesser of (i) 85 percent of the net orderly liquidation value (NOLV) of eligible inventory,
(i) 65 percent of eligible inventory, or (ii1) $75.0 million and (c}) the lesser of $25.0 million and the aggregate of
{i) 75 percent of the NOLV of eligible equipment and (ii) 50 percent of the fair market value of eligible real property.

The available total borrowing base is offset by real estate and ERISA reserves totaling $15.0 miltion and
mark-to-market reserves for natural gas and interest rate swaps of $3.0 million. The ABL Facility also provides for
the issuance of $30.0 million of letters of credit, which are applied against the $150.0 million limit. At December 31,
2006, we had $8.4 million in letters of credit outstanding under the Facility. Remaining unused availability on the
ABL Facility was $44.7 million at December 31, 2006.

Senior Notes

Libbey Glass and Libbey Inc. entered into a purchase agreement pursuant to which Libbey Glass agreed to sell
$306.0 million aggregate principal amount of floating rate senior secured notes due 2011 (Senior Notes) to the
initial purchasers named in a private placement. The net proceeds, afier deducting a discount and the estimated
expenses and fees, were approximately $289.8 million. The Senior Notes bear interest at a rate equal to six-month
LIBOR plus 7.0 percent and were offered at a discount of 2 percent of face value. Interest with respect 10 the Senior
Notes is payable semiannually on June 1 and December 1. The interest rate was 12.37 percent at December 31,
2006.

We have Interest Rate Protection Agreements (Rate Agreements) with respect to $200.0 million of debt as a
means to manage our exposure to fluctuating interest rates. The Rate Agreements effectively convert this portion of
our long-term borrowings from variable rate debt to fixed-rate debt, thus reducing the impact of interest rate
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changes on future income. The fixed interest rate for our borrowings related to the Rate Agreements at December 31,
2006, excluding applicable fees, is 5.24 percent per year and the total interest rate, including applicable fees, is
12.24 percent per year. The average maturity of these Rate Agreements is 2.9 years at December 31, 2006. Total
remaining Senior Notes not covered by the Rate Agreements have fluctuating interest rates with a weighted average
rate of 12.37 percent per year at December 31, 2006. If the counterparties to these Rate Agreements were to fail Lo
perform, these Rate Agreements would no longer protect us from interest rate fluctuations. However. we do not
anticipate nonperformance by the counterparties.

The fair market value for the Rate Agreements at December 31, 2006, was a $1.2 million asset. The fair value
of the Rate Agreements is based on the market standard methodology of netting the discounted expected future
variable cash receipts and the discounted future fixed cash payments. The variable cash receipts are based on an
expectation of future interest rates derived from observed market interest rate forward curves. We do not expect to
cancel these agreements and expect them to expire as originally contracted.

The Senior Notes are guaranteed by Libbey Inc. and all of Libbey Glass’s existing and future domestic
subsidiaries that guarantee any of Libbey Glass’s debt or debt of any subsidiary guarantor (see note 22). The Senior
Notes and related guarantees will have the benefit of a second-priority lien, subject to permitted liens. on collateral
consisting of substantially all the tangible and intangible assets of Libbey Glass and its domestic subsidiary
guarantors that secure all of the indebtedness under Libbey Glass’s new ABI. Facility. The Collateral will not
include the assets of non-guarantor subsidiaries that will secure the ABL Facility.

PIK Notes

Concurrently with the execution of the purchase agreement with respect to the Senior Notes, Libbey Glass and
Libbey Inc. entered tnto a purchase agreement {Unit Purchase Agreement) pursuant to which Libbey Glass agreed
1o sell, to a purchaser named in the private placement, units consisting of $102.0 million aggregate principal amount
16 percent senior subordinated secured pay-in-kind notes due 2011 (PIK Notes} and detachable warrants to
purchase 485,309 shares of Libbey Inc. common stock (Warrants) excisable on or after June 16, 2006 and expiring
on December 1, 2011, The warrant holders do not have voting rights. The net proceeds, after deducting a discount
and estimated expenses and fees, were approximately $97.0 million. The proceeds were allocated between the
Warrants and the underlying debt based on their respective fair values at the time of issuance. The amount allocated
to the Warrants has been recorded in equity, with the offset recorded as a discount on the underlying debt. Each
Warrant is exercisable at $11.25. The PIK Notes bear interest at a rate of 16 percent and were offered at a discount of
2 percent of face value. Interest is payable semiannually on June | and December 1, but during the first three years
interest is payable by issuance of additional PIK Notes. At December 31, 2006, an additional PIK Note for interest
in the amount of $7.5 million was issued, bringing the total principal amount of PIK Notes to $109.5 million.

The obligations of Libbey Glass under the PIK Notes are guaranteed by Libbey Inc. and all of Libbey Glass’s
existing and future domestic subsidiaries that guarantee any of Libbey Glass's debt or debt of any subsidiary
guarantor (see footnote 22). The PIK Notes and related guarantees are senior subordinated obligations of Libbey
Glass and the guarantors of the PIK Notes and are entitled to the benefit of a third-priority lien, subject to permitted
liens, on the collateral that secures the Senior Notes.

Promissory Note
In September 2001, we issued a $2.7 million promissory note int connection with the purchase of our Laredo,
Texas warchouse facility. At December 31, 2006, and December 31. 2005, we had $2.0 million and $2.1 million,

respectively, outstanding on the promissory note. Interest with respect 1o the promissory note is paid monthly.
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Notes Payable

We have an overdraft line of credit for a maximum of €1.8 million. The $.2 millien outstanding at
December 31, 2006, was the U.S. dollar equivalent under the euro-based overdraft line and the interest rate
was 3.14 percent. [nterest with respect to the note payable is paid monthly.

RMB Loan Contract

On January 23, 2006, Libbey Glassware (China) Co., Ltd. (Libbey China), an indirect wholly owned
subsidiary of Libbey Inc., entered into an RMB Loan Contract (RMB Loan Contract) with China Construction
Bank Corporation Langfang Economic Development Area Sub-Branch {(CCB). Pursuant to the RMB Loan Contract,
CCB agreed to lend to Libbey China RMB 250.0 million, or the equivalent of approximately $32.0 million, for the
construction of our production facility in China and the purchase of related equipment, materials and services. The
loan has a term of eight years and bears interest at a variable rate as announced by the People’s Bank of China. As of
the date of the initial advance under the Loan Contract, the annual interest rate was 5.51 percent, and as of
December 31, 2006, the annual interest rate was 5.74 percent. As of December 31, 2006, the outstanding balance
was RMB 250.0 million (approximately $32.0 million). Interest is payable quarterly. Payments of principal in the
amount of RMB 30.0 millien {approximately $3.8 million) and RMB 40.0 million (approximately $5.1 million)
must be made on July 20, 2012, and December 20, 2012, respectively, and three payments of principal in the amount
of RMB 60.0 million (approximately $7.7 million} each must be made on July 20, 2013, December 20, 2013, and
Tanuary 20, 2014, respectively. The obligations of Libbey China are secured by a guarantee executed by Libbey Inc.
for the benefit of CCB. Interest with respect to the RMB loan contract is paid monthly.

Obligations Under Capital Leases

We lease certain machinery and equipment under agreements that are classified as capital leases. These leases
were assumed in the Crisal acquisition. The cost of the equipment under capital leases is included in the
Consolidated Balance Sheet as property, plant and equipment and the related depreciation expense is included
in the Consolidated Statements of Operations.

The future minimum lease payments required under the capital leases as of December 31, 2006, are as follows:

Payments Due by Period
2007 2008-2009 20102011

$637 $911 $—

Other Debt

The other debt of $2.0 million primarily consists of government-subsidized loans for equipment purchases at
Crisal.

10. Special Charges

Capacity Realignment

In August 2004, we announced that we were realigning our production capacity in order to improve our cost
structure and recorded $14.5 million of pretax charges. In mid-February 2005, we ceased operations at our
manufacturing facility in City of Industry, California, and began realignment of production among our other
domestic glass manufacturing facilities.

During 2005, we recorded a pretax charge of $1.1 million related to the closure of the City of Industry facility
and realignment of our production capacity. The $1.1 million was recorded in the line item “special charges.” These
charges were for employee termination costs, the write-down of fixed assets, and to recognize the land sale gain.
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Employee termination costs primarily include severance, medical benefits and outplacement services for the
140-hourly and salary employees that were terminated. The write-down of fixed assets of $1.8 millicn is to write-
down certain machinery and equipment to reflect changes in estimated fair value. In December 2004, we sold
approximately 27 acres of property in City of Industry, California, for net proceeds of $16.6 million (recorded as
deposit liability). Pursuant to the purchase agreement, the buyer leased the property back to us in order to enable us
to cease operations, to relocate certain equipment to our other glassware manufacturing facilities, to demolish the
buildings on the property and perform related site work, as required by the contract. All demolition and required
remediation was completed by December 31, 2005, and as such we recorded a net gain on the sale of $4.5 million in
2005. The 2006 activity reflects changes in accounting estimate of the reserves on the employee termination costs
and the site clean up costs. These charges were recorded in the North American Glass reporting segment.

The following table summarizes the capacity realignment charge incurred in 2006, 2005 and 2004:
Twelve Months  Twelve Months Twelve Months

Ended Ended Ended
December 31, December 31, December 31,

2006 2005 2004
Pension & retiree welfare .. ... ... ... .. ... ... $ — £ — $ 4,621
Inventory write-down . .. ...... ... ... ... ...... — — 1,905
Included in costof sales . ..................... — — 6,526
Fixed asset write-down . ... ................... — 1,827 4,678
Netgainonlandsale. .. ....... . .............. (359) (4,508) —
Employee termination cost & other . ............. 61 3,754 3,315
Included in capacity realignment charge. .. ...... .. (298) 1,073 7,993
Total pretax capacity realignment charge .......... $(298) $ L1073 $14,519

The following reflects the balance sheet activity related to the capacity realignment for the years ended
December 31, 2006 and December 31, 2005:

Reserve Reserve
Balances ut Total Charge Inventory Balance at
January 1, (Credit} to Cash and Fixed Non-cash December 31,
2006 Earnings Payments Asset Disposttions Utilization 2006
Inventory write-down . . . . .. $ — $ — $ — $— $— $ —
Land sale gain . .......... 1,055 (359) (696) — — —

Fixed asset write-down and
equipment relocation
COSES . ..o v vt — — —

|
|
|

Employee termination
costs & other .. .. ... ... 70 61 (26)

Total . ................. $1,125 $(298) $(722)
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Reserve Reserve
Balances at Total Charge Inventory Balance at
January 1. {Credit) to Cash and Fixed Non-cash December 31,
2005 Earnings Payments Asset Dispositions Utilization 2005
Inventory write-down . . . . .. $ 1,517 5§ — $ — $ (1,517 $ — $ —
Land sale gain . .......... 16,623 (4,508) (2,616} (8.444) — 1,055
Fixed asset write-down and
equipment relocation
COSES oL — 1,827 (650) (1,177 — —
Employee termination
cosls . ... ... ... 3,025 3.754 (6,045) — (664) 70
Total .................. $21,165 $ 1,073 $(9.311) $(11,138) $(664) $1,125

Inventory and fixed asset dispositions include the net book value in equipment, land, buildings, costs for
improvement and site demolition related to the closure of the facility as discussed above. The 2006 activity reflects
changes in accounting estimate of the reserves on the employee termination costs and the site clean up costs. The
$0.7 million non-cash utilization in 2005 for employee termination costs is the result of reclassifications to other
accruals on our balance sheet.

The ending balance of $0.1 million for 2006 and $1.1 million for 2005 is included in the special charges reserve
on the Consolidated Balance Sheets.

Salaried Workforce Reduction Program

In the second quarter of 2003, we announced a ten percent reduction of our North American salaried
workforce, or approximately 70 employees, in order to reduce our overall costs.

The following table summarizes the salaried workforce reduction charge incurred:

Twelve Months Ended Twelve Months Ended

December 31, December 31,
2006 2045

Pension & retiree welfare ... ..., . ... ... ... ..... $— $ 867
Included incostofsales. .. ... ... ... ......... — 867
Pension & retiree welfare . . . ... ... . ... . ... ..., — 1,347
Included in selling, general and administrative

EXPENSES. . . . ... — 1,347
Employee termination ¢osts . ... ... ... ... ... (70) 2,494
Included in special charges. .. .................... 70 2,494
Total pretax salaried workforce reduction charge . . ... .. $(70) $4,708

The 2006 activity represents a change in accounting estimate of our employee termination reserve as of
December 31, 2006.

The pension and retiree welfare expenses are further explained in notes 12 and 13. Employee termination costs
primarily include severance, medical benefits and outplacement services for the 70 salary employees that were
terminated.
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The following reflects the balance sheet activity related to the salaried workforce reduction program for the
year ended December 31, 2006 and December 31, 2005:

Balance at Balance at
January 1, Total Credit Cash Non-cash December 31,
2006 to Earnings Payments Utilization
Pension & retiree welfare . . ... ... $ — $— $ — $— $ —
Employee termination costs. . ... .. 871 (70} {S88) — 219
Total. .. ... ... 3877 $(70) $(588) ‘15_— $219
Balance at Balance at
Januvary 1, TFotal Charpge Cash Non-cash December 31,
2005 to Earnings Payments Utilization 2005
Pension & retiree welfare. . . . .. .. 5— $2.214 $ — $(2.214) $ —
Employee termination costs . . . ... = 2,494 (1,383) (234) 877
Total .o $— $4708  $(1,383)  $(2.448) $877

The 2006 activity reflects changes in accounting estimate of the reserves on the employee termination costs.
The pension and retiree welfare non-cash utilization of $2.2 million for 2005 relates to curtailment charges
discussed notes 12 and 13. The $0.2 million for 2005 non-cash utilization for employee termination costs is the
result of reclassifications to other accruals on our balance sheet.

The employee termination costs of $0.2 million for 2006 and $0.9 million for 2005 are included in the special
charges reserve on the Consolidated Balance Sheets. These charges were recorded in the North American Glass and
North American Other reporting segments.

Syracuse China Asset Impairment and Other Charges

In 2005 we recognized impairment and other charges of $16.5 million associated with Syracuse China. As
discussed further below, these charges related to a write down of inventories to fair value, impairment of goodwill
and other intangibles and an impairment of long-lived assets.

An analysis was done to determine the appropriate carrying value of inventory located at Syracuse China. A
lower of cost or market adjustment was recorded during the fourth quarter of 2005 in the amount of $1.1 million
{non-cash) to properly state our ending inventory values. This charge was included in “cost of sales” on the
Consolidated Statements of Operations.

Goodwill and intangible assets were tested for impairment in accordance with SFAS No. 142 and an
impairment charge was incurred in the amount of $9.2 million for both goodwill and intangibles associated with
Syracuse China. For further discussion of goodwill and intangibles impairment see note 7.

During 2005, we recorded $6.3 million of reductions in the carrying value of our long-lived assets in
accordance with SFAS No. 144, Under SFAS No. 144, long-lived assets are tested for recoverability if certain events
or changes in circumstances indicate that the carrying vatue may not be recoverable. We noted indicators during the
fourth quarter of 2005 that the carrying value of our long-lived assets may not be recoverable and performed an
impairment review based upon an analysis of the undiscounted future cash flows associated with those fixed assets.
We then recorded impairment charges, for property, plant and equipment, based on the amounts by which the
carrying amounts of these assets exceeded their fair value. Fair value was determined by independent outside
appraisals. These charges are included in “special charges™ on the Consolidated Statements of Operations and are
included within the North American Other reporting segment.
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Pension Settlement Accounting

As part of our capacity realignment and salaried workforce reduction efforts mentioned above, we incurred
pension settlement charges. The pension settlement charges were triggered by excess lump sum distributions taken
by employees during 2005 relating 1o the reduction in employment levels for our capacity realignment and our
salaried workforce reduction program discussed above which required us to record unrecognized gains and losses in
our pension plan accounts. The total pension settlement accounting charges were $4.9 million (non-cash), which is
included in the line item “special charges” on the Consclidated Statements of Operations. See note 12 for further
discussion. These charges are included in the North American Glass and North American Other reporting segments.

Crisa Restructuring

In June 2006, we announced plans to consolidate Crisa’s two principal manufacturing facilities into one
facility and to discontinue certain product lines in order to reduce fixed costs. As part of the consolidation plan, a
$3.2 miilion severance reserve was established related to statutory severance obligations for approximately 650
employees.

The following table summarizes the Crisa restructuring charge incurred:

Twelve Months
Ended December 31,

2006
Fixed asset write-down . ... .. ... ... $16,702
Inventory Wrile-dOWn . .. .. .o ot e e 2,158
Included in speciai charges . .......... ... ... ... . e 18,860
Total Crisa restructuring charge .. _........... ... ... .. ... ... oL $18,860

The following reflects the balance sheet activity related to the Crisa restructuring for the year ended
December 31, 2006:

Balance at Total (Credit) Balance at
January 1, Charge Cash Non-cash December 31,
2006 to Earnings Payments Utilization 2006
Fixed asset write-down ... ........ $— $16,702 $  —  %(16,702) $ —
Inventory write-down ... ., .. .. ... — 2,158 — (2,158) —
Employee termination costs &
other. ... ... ... ... .. .. ... ... — — {2,065 3,228 1,163
Total ...... ... ... ... .. ...... $— $18.860 $(2,065) $(15,632) $1,163

The employee termination costs and other in other non-cash utilization of $3.2 million relates to severance
reserves established in step acquisition accounting for Crisa explained in note 4.

The employee termination costs and other of $1.2 million are included in the special charges reserve on the
December 31, 2006 Consolidated Balance Sheet and are recorded within the North American Glass reporting
segment,

Write-off of Finance Fees

In June 2006, we wrote off unamortized finance fees of $4.9 million related to debt of Libbey and Crisa that we
refinanced. These charges were recorded as interest expense on the Consolidated Statement of Operations and are
reflected in the North American Giass reporting segment.
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Summary of Total Special Charges

The following table summarizes the special charges mentioned above and their classifications in the
Consolidated Statements of Operations:

Twelve Months Ended Twelve Months Ended Twelve Months Ended

December 31, December 31, December 31.
2006 2005 2004

Costof sales . ................. $ 2,158 $ 1,965 % 6,526
Selling, general and administrative

EXPENSES . . .. ... — 1,347 —
Impairment of goodwill and other

intangible assets. ., ........... — 9,179 —
Special charges .. .. ....... ... .. 16,334 14,745 7,993
Interest expense. . ... ........... 4,906 — —
Total special charges . ... ........ $23,398 $27.236 $14,519

The following table summarizes the special charges mentioned above and their classifications in the
Consolidated Statements of Cash Flows:

Twelve Months Ended Twelve Months Ended Twelve Months Ended

December 31, December 31, December 31,
2006 2005 2004

Total special charges expense. . ... . $23,398 $27.236 $14,519
Capacity realignment cash

payments. ... ........ ..., (722) 9311 (290
Salaried workforce reduction cash

payments. ... ... .. ... ... ... (588) (1,383 —
Crisa restructuring cash payments . . (2,065) — —
Total special charges expense in

excess of cash payments .. ... .. $20,023 $16,542 $14,229

11. Income Taxes

The provistons (benefits) for income taxes were calculated based on the following components of (loss)
earnings before income taxes:

Yeur ended December 31, 2006 2005 2004
United States .. ... ... . $(13,295)  $(18.537) $10,180
Non-U.S. ... e (15,285) (7,168) 1,600

Total (loss) earnings before tax . .. .. ... _........ .. ...._.. $(28,580) $(25,705) $11,780
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The current and deferred (benefits) provisions for income taxes were:

Year ended December 31, 2006 2005 2004
Current:
U.S. federal . . ... o e $(7.502) $ 5614 $5798
Non-U. S, e e 3,059 2,743 1.156
US.state and local ... .. ... . e e (85) 460 648
Total current tax (benefit) provision .. .......... ... ... ...... (4,528) 8,817 7,602
Deferred:
US. federal. . ... oo e 1,409 (14,374)  (2,483)
NOM-UL S, e e e (4,199) 3.010) (1,256)
US.state and local . .. ... . e e (429) 2,183 (335)
Total deferred tax (benefit). . .. ...... ... ... ... ... .. ... .. (3,219) (15,201 (4.074)
Total:

US. federal . . ... . e (6,095) (8,760) 3,315

Non-U.S. . e (1,140} (267) (100}

US.stateand local ... ... . i e {512) 2,643 313
Total tax (benefit) provision. ... .............. ... iinn.. $(7,747) 3 (6,384) $ 3,528
The significant components of our deferred tax assets and liabilities are as follows:
DeLLbcrfil. 2006 2005
Deferred tax assets:
PenSiOn . . o o e e $24,238 $14,034
Nonpension postretirement benefits .. .. ... .. ... ... oo oo oo 15,385 16,614
Other accrued labilities . ... ... . i e e e e 17,227 9,396
Receivables .. . e e e 2,241 3,224
Net operating loss carry forwards . .. ... ... .. ... ... ... L 9,749 5,376
Tax credits . . oot e e e e e e 4,441 3,815
Total deferred tax assels ... ..ot i e e e e 73,281 52,459
Deferred tax liabilities;
Property. plant and equipment . . .. ... ... .. . e 30,926 30,607
IVEOIOT S &« . o o et et e e e e e e e e e 11,085 3,219
Intangibles and otherassets. .. ... .. .. i 13,601 6,378
Total deferred tax Liabilities. . . . .. .. . e e 55,612 40,204
Net deferred tax asset before valuation allowance ... ......... ... . ... 17,669 12,255
Valuation allOWance . .. ...ttt e e e e e e e (6,575) (3.033)
Net deferred tnx asset . . . . .o L e e $11,094 § 9222
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The net deferred tax assets at December 31 of the respective year-ends were included in the Consolidated
Balance Sheet as follows:

December 31, 2006 2005

Current deferred (ax 88l . . . ..ottt $ 4,120 $8,270
Noncurrent deferred tax asset . ... .. .. ... ... . . ... 6,974 952
Net deferred tax assel. . .. ... ... ... ... $11,094 $9,222

The 2006 deferred asset for net operating loss carry forwards of $9.8 million relates to pre-tax losses incurred
in the Netherlands of $16.7 million, in Mexico of $8.3 million, in Portugal of $11.0 million, and in U.S. state
Jurisdictions of $19.1 million. The current year federal net operating loss will be carried back to offset taxabic
income reported in previous years; therefore. no deferred tax asset has been established on the loss.

We have foreign net operating loss carry forwards of $36.0 million, of which approximately $24.7 million will
expire by 2016, and the remainder may be carried forward indefinitely to offset future foreign taxable income, The
state net operating loss carry forwards of $19.1 million will expire by 2021.

The 2006 deferred tax credits of $4.4 million consist of $2.0 million U.S. federal tax credits and $2.4 million of
U.S. state tax credits. The U.S. federal 1ax credits are foreign tax credits associated with undistributed eamings of
our Canadian operations, which are not permanently reinvested. The U.S. state tax credits are primarily related to
investment tax credits and will expire between 2007 and 2019.

The 2006 valuation allowance of $6.6 million is for U.S. state tax credits of $2.5 million and foreign net
operating losses of $4.1 million; however, $0.6 million of the valuation allowance was recorded as an adjustment to
goodwill as part of our acquisition of Crisa. Any subsequent release of this valuation allowance to recognize the
deferred tax assets of Crisa wilt reduce goodwill. The valuation allowance increase is primarily due to the valuation
allowances placed against the non-U.S. net operating losses in the Netherlands and Mexico.

Reconciliation from the statutory U.S. federal tax rate of 35% to the consolidated effective tax rate was as
follows:

Year ended December 31, 2006 2005 2004
Statutory U.S. federal tax rate . ... ... ... ... ... ... .. 350% 35.0% 35.0%
Increase (decrease) in rate due to:

Non-U.S. tax differential . . .. ... .. .. . . .. . 39 (& (4.5
U.S. state and local income taxes, net of related U.S. federal taxes . ... ... .. 1.7 (6.7) 1.7
Year ended December 31, 2006 2005 2004
US. federal credits . . .. .. ... .. ... . .. . . .. 0.5 04 (3.3
Valuation allowance ... ... . (10.8) — —
Other . .., (3.2) 4.8 1.1
Consolidated effective tax rate. . . ... ... ... .. ... ... ... ... ... .. 27.1% 24.8% 30.0%

Significant components of our current income tax {asset) liability are as follows:

December 31, 2006 2005
U.S. federal. . ... $(5,705) $7.399
Non-U.S. .. (1,983) 157
US.stateand local ... ... ... ... . (829) {425)
Total current income tax {asset) liability . . ... ... ... ... .. ... . ..... $(8,517) $7,131
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U.S. income taxes and non-U.S. withholding taxes were not provided for on a cumulative total of approx-
imately $20.0 mitlion of undistributed earnings for certain non-U.S. subsidiaries. We intend to reinvest these
earnings indefinitely in the non-U.S. operations. Determination of the net amount of unrecognized U.S. income tax
with respect to these earnings is not practicable.

In July 2006, the FASB issued Financial Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-
an interpretation of FASB Statement No. 109 (“FIN 48™), which is a change in accounting for income taxes. FIN 48
specifies how tax benefits for uncertain tax positions are to be recognized, measured, and derecognized in financial
statements: requires certain disclosures of uncertain tax, matters; specifies how reserve for uncertain tax positions
should be classified on the balance sheet; and provides transition and interim period guidance, among other
provisions. FIN 48 is effective for fiscal years beginning after December |5, 2006 and as a result is effective for in
the first quarter of fiscal 2007. We are currently evaluating the impact of FIN 48 on its Consolidated Financial
Statements.

12. Pension

We have pension plans covering the majority of our employees. Benefits generally are based on compensation
for salaried employees and length of service for hourly employees. Qur policy is to fund pension plans such that
sufficient assets will be available to meet future benefit requirements. In addition, we have a supplemental
employee retirement plan (SERP) covering certain U.S. employees. The U.S. pension plans, which is an unfunded
liability, cover the hourly and those salaried U.S.-based employces of Libbey hired before January 1. 2006. The
SERP, which is an unfunded plan. covers those salaried U.S.-based employees of Libbey hired before January 1,
2006. The non-U.S. pension plans cover the employees of our wholly owned subsidiaries, Royal Leerdam, Lecrdam
Crystal and Crisa.

As disclosed in Note 1 of the Notes to Consolidate Financial Statements, we adopted SFAS No. 158, effective
December 31. 2006. The following table summarizes the impact of the adoption of SFAS No. 158 on the
Consolidated Balance Sheet at December 31, 2006:

Impact of SFAS No.

Prior to SFAS 158 Adoption — After SFAS No. 158
No. 158 Adoption Increasef{Decrease) Adoption
Intangible pension asset . ............. $ 15,070 $(15,070) 3 —
Pension liability .................... $(12,561) $(66.002) $(78.563)
Additional minimum lability. .. ... .. ... $(47,761) $ 47,761 $ —
Accumulated other comprehensive income-
Pre-taX o ..o $ 32,691 $ 33311 $ 66,002

Effect on Operations

The components of our net pension expense (credit), including the SERP, are as follows:

US. Plans Non-U.8. Plans Total

Year ended December 31, 2006 2005 2004 2006 2005 2004 2006 2005 2004
Service cost (benefits earned

during the period) . ... .. .. $ 5998 5 6265 $ 5755 $1479 % 943 0§ 615 § 7477 0§ 7208 § 6370
Interest cost on projecied

benefit obligation . . ... ... 13,824 14,132 13,932 2,727 1,620 1,568 16,551 15,752 15,500
Expected return on plan

KIS . L (15,732)  (17.049)  (18.309) {2,287y (2,180) (1.864) (1801%  (19.229)  (20.173}
Amortization of unrecognized:
Prior service cost. ... ... ... 2,083 1914 1.416 77 (395) (366} 1,906 1,519 1.050
(Gaimdloss .. ............ 2,552 2548 794 151 — — 2,703 2,548 794
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U.S. Plans Non-U.S. Plans Total
Year ended December 31, 2006 2005 2004 2006 2005 2004 2006 2005 2004
Transition obligations. . . . ... .. — — — 185 — — 183 — -
Curtailment charge .. ........ — 1.635 3.963 — — — — 1,635 3.963
Settlement charge ... ... ... .. 2,045 4921 — — — — 2,045 4921 —
Pension expense (credit) . . . . . .. $10,770  $14.366 $7.551 $2,078 5012 $47) 312848 314354 §7.504

We incurred pension settlement charges of $2.0 million and $4.9 million during December 31, 2006 and
December 31, 2005. The pension settlement charges were triggered by excess lump sum distributions taken by
employees, which required us to record unrecognized gains and losses in our pension plan accounts.

In the second quarter of 2005. we incurred a pension curtailment charge of $1.6 million as a result of a planned
reduction in our North American salaried workforce of approximately 70 employees. Due to the reduction of the
salaried workforce, the U.S. pension plans were revalued as of June 30, 2005. At this time, the discount rate was
reduced from 5.75 percent to 5.00 percent. This revaluation resulted in additional net periodic benefit cost of
$0.3 million in 2005. This amount is included in the above table. The normal measurement date of the U.S. and
non-U.S. plans is December 31st. The salaried workforce reduction plan is explained in further detail in note 10.

During 2004, we incurred $4.0 million for a pension curtailment charge as a result of the planned capacity
realignment whereby our manufacturing facility in City of Industry, California, ceased operations in mid-February
2005. As a result of the plant closure, approximately 140 employees were terminated. In addition, due to the
announcement of the closure of the City of Industry plant, the U.S. pension and postretirement plans were revalued
as of August 16, 2004. This revaluation resulted in additional net periodic benefit cost of $0.8 million in 2004. This
amount is included in the above table. The normal measurement date for the U.S. and non-U.S. plans is
December 31st. The capacity realignment is explained in further detail in note 10.

Actuarial Assumptions

Following are the assumptions used to determine the financial statement impact for our pension plan benefits
for 2006, 2005 and 2004:

U.S. Plans Non-U.S. Plans
Year ended December 31, 2006 2005 2004 2006 2005 2004
Discountrate . ......... 5.82% to 591% 5.60% 5.75% 4.50% to 8.75% 4.25% 4.70%
Expected long-term rate of
return on plan assets . . . 8.75% 8.75% 8.75% 6.50% 6.50% 6.50
Rate of compensation
increase . ........... 1010 6.0% 30w60% 4.00% 2.0 to 3.5% 2010 25% 20102.5%

We account for our defined benefit pension plans on an expense basis that reflects actuarial funding methods.
Two critical assumptions, discount rate and expected long-term rate of return on plan assets, are important elements
of plan expense and asset/liability measurement. We evaluate these critical assumptions on our annual measurement
date of December 31st. Other assumptions involving demographic factors such as retirement age, mortality and
turnover are evaluated periodically and are updated 10 reflect our experience, Actual results in any given year often
will differ from actuarial assumptions because of demographic, economic and other factars.

The discount rate enables us to estimate the present value of expected future cash flows on the measurement
date. The rate used reflects a rate of return on high-quality fixed income tnvestments that match the duration of
expected benefit payments at our December 31 measurement date. The discount rate at December 31 is used to
measure the year-end benefit obligations and the earnings effects for the subsequent year. A higher discount rate
decreases the present value of benefit obligations and decreases pension expense.
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To determine the expected long-term rate of return on plan assets for our funded plans, we consider the current
and expected asset allocations, as well as historical and expected returns on various categories of plan assets. The
expected long-term rate of return on plan assets at December 31* is used to measure the earnings effects for the
subsequent year. The assumed long-term rate of return on assets is applied to a calculated value of plan assets that
recognizes gains and losses in the fair value of plan assets compared to expected returns over the next five years.
This produces the expected return on plan assets that is included in pension expense. The difference between the
expected return and the actual return on plan assets is deferred and amortized over five years. The net deferral of past
asset gains (losses) affects the calculated value of plan assets and, ultimately, future pension expense (income).

Sensitivity to changes in key assumptions is as follows:

* A change of | percent in the discount rate would change our total pension expense by approximately
$3.7 million.

* A change of 1 percent in the expected long-term rate of return on plan assets would change total pension
cxpense by approximately $2.2 million based on year-end data.

Projected Benefit Obligation (PBO) and Fair Value of Assets

The changes in the projected benefit obligations and fair value of plan assets are as follows:

U.S. Plans Nan-U.S. Plans Total

December 31, 2006 2005 2006 2005 2006 2005
Change in projected benefit

obligation:
Projected benefit obligation.

beginning of year ... .......... $253,719  $251,002  $ 34,453 $41,222  $288,172  $292,224
Acquisitions. .. ... ... — — 16,499 — 16,499 —
Service cost. .. ... ... .. 5,998 6,265 1,479 943 7,477 7,208
Interest cost, . . ... oo 13,824 14,132 2,727 1,620 16,551 15,752
Plan amendments. .. ............ — — 2,463 — 2,463 —
Exchange rate fluctuations . .. ... .. —_ — 4,547 (5,026) 4,547 (5,026)
Actuarial (gains) loss . ........... (5,404) 2,793 7,084 (3,519 1,680 {726)
Curtailment . .. ................ — 1,593 — — —_ 1,593
Settlement . .. ................. 2,914 5,538 — — 2914 5,538
Benefitspaid . . ................ (17,750) (27,604) (3,509) (787) (21,259) (28,391)
Projected benefit obligation, end of

YeAr . . e $253,301 $253,719 $ 65,743 $34.453  $319,044  $288,172
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U.S. Plans Non-U.S. Plans Total

December 31, 2006 2005 2006 2005 2006 2005
Change in fair value of plan assets:
Fair value of plan assets, beginning

ofyear. .. ... L. $193,186 5206586 $ 34,385 $32,772  $227,571  $239.358
Actual return on plan assets . . ... .. 23,180 14,180 1,162 4,774 24,342 18,954
Exchange rate fluctuations . .. ... .. - — 4,280 (4,937) 4,280 (4.937)
SERP payments. ............... — 24 — — — 24
Employer contributions .. ........ 407 — 1,462 1,589 1,869 1.589
Plan participants’ contributions. . . .. — — 896 974 896 974
Benefitspaid . .. ............... (17,750) (27,604) (727) (787 (18,477) {28,391)
Fair value of plan assets. end of

VEAT . vttt e $199.023  $193.186 $ 41,458 $34,385 $240481 $227.571
Funded ratio ... ... .......... .. 78.6% 76.1% 63.1% 99.8% 75.3% 79.0%
Reconciliation of prepaid (accrued)

cost:
Funded Status of the plans . ... .. .. $(54,278) $(60,533) $(24,285) $ (68) $(78,563) $(60.601)
Unrecognized net loss ... ... ... .. — 52,002 —_ 3,843 — 55,845
Unrecognized prior year service

COSL .ttt e — 16,907 — {1.551) — 15,356
Adjustment to recognize additional

minimum liability. . ... ....... — {65,360) — — — (65,360)
Net prepaid (accrued) pension

benefitcost ... ... ... L. $(54,278) S5(56,984) $(24,285) § 2,224  $(78,563) $(54,760)

In connection with the Crisa acquisition (note 4}, we assumed the existing unfunded pension plan liability for
all active employees as of June 16, 2006 in the amount of $16.5 miilion

The 2006 net accrued pension benefit cost of $78.6 million is represented by a current portion in the amount of
$1.4 million and a long-term portion in the amount of $77.2 million on the Consoclidated Balance Sheet. The current
portion reflects the amount of expected benefit payments that are greater than the plan assets on a plan-by-plan
basis.

The pre-tax amounts recognized in accumulated other comprehensive loss us of December 31, 2006, are as
follows:

U.S. Plans Non-U.S. Plans Total
Net Joss. .. e e $37.469 $12,483 549,952
Prior service €ost. .. ... .. ... ... ... 14.824 1,226 16.050
Total cOSt .. .. e e $52,293 $13.709 $66.002
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The pre-tax amounts in accumulated other comprehensive loss as of December 31, 2006, that are expected to
be recognized as components of net periodic benefit cost during 2007 are as follows:

U.S. Plans Non-US. Plans Total

Net JOSS .« . oo e $2,219 $119 $2.338
Prior service cost {credit). . ........ .. . ... 2,086 (218) 1,868
Total CoSE . ... u e $4,305 $ (99 $4,206

We contributed $0.4 million of contributions to the U.S. pension plans in 2006, compared to $0 in 2005. We
contributed $1.5 million in 2006 to the non-U.S. pension plan compared to $1.6 million in 2005. It is difficult to
estimate future cash contributions, as such amounts are a function of actual investment returns, withdrawals from
the plans, changes in interest rates and other factors uncertain at this time. However, at this time, we anticipate
making cash contributions of approximately $14.9 million into the 1).S. pension plans and $1.7 million into the
non-U.S, pension plans in 2007,

Pension benefit payment amounts are anticipated to be paid from the plans as follows:

Year U.S. Plans Non-U.S. Plans Total

2007 . e e $i6,615 $ 3,11 3 19,726
2008 . .. e $16,872 $ 2,306 $ 19,178
2009 . e 317,015 $ 2478 $ 19,493
2000 . . e $17,129 $ 2913 $ 20,042
L $17.339 $ 3,254 $ 20,593
200122006 . . e $93,219 $23.092 $116,311

Accumulated Benefit Obligation in Excess of Plan Assets

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for pension plans
with an accumulated benefit obligation in excess of plan asset at December 31, 2006 and 2005 were as follows:

w U.S. Plans Non-U.S. Plans Total

Projected benefit obligation. . ... .. ... ... ... ... . .. $253,301 $21,840 $275,143
Accumulated benefit obligation . . .. ...... .. ... .. ... .. $248,466 $10,412 $258,878
Fair value of plan assets . .. ................ ... c.... $199,023 5 — $199,023
P_M U.S. Plans Non-U.S, Plans Total

Projected benefit obligation. . .. ..... ... ... .. ... ..... $253,719 $— $253,719
Accumulated benefit obligation . . .......... ... ... ... $249.466 $— $249.466
Fair value of plan assets ... .............. ... ... .... $193,186 $— $193,186
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Plan Asset Allocation

The asset allocation for our U.S. pension plans at the end of 2006 and 2005 and the target allocation for 2007,
by asset calegory, are as follows,

Percentage of
Plan Assets at

U.S. Plans Target Allocation Year End
Asset Category 2007 2006 2005
Equity securities . ... .. ... .. ... .. 60% 61% 63%
Debt securities .. ....... ... ... . .. . . 25% 33% 30%
Real estate .. ... ... . .. .. . . . . . 5% 4% 5%
Other .. .. e _10% 2% _ 2%
Total. .. . 100% 100%  100%

The asset allocation for our non-U.S. pension plans (Royal Leerdam and Leerdam Crystal) at the end of 2006
and 2005 and the target allocation for 2007, by asset category, are as follows.

Percentage of
Plan Assets at

Non-U.S. Plans Target Allocation Year End

Asset Category 2007 2006 2005
Equity securities . .. ... ... ... .. e 30% 31% 33%
Debt securities . ......... ... .. ... .. ... 55% 53% 57%
Real estate . ... ... .. .. . .. .. . e 10% 11% 10%
Other .. ... e _5% _5% i
Total. ... ... 100% 100%  100%

Our investment strategy is to control and manage investment risk through diversification across asset classes
and investment styles. Assets will be diversified among traditional investments in equity and fixed income
instruments, as well as alternative investments including real estate and hedge funds, It would be anticipated that a
modest allocation to cash would exist within the plans, since each investment manager is likely to hold some cash in
its portfolio.

13. Nonpension Postretirement Benefits

We provide certain retiree health care and life insurance benefits covering a majority of our salaried and non-
union hourly (hired before January |, 2004) and union hourly employees. Employees are generally eligible for
benefits upon retirement and completion of a specified number of years of creditable service. Benefits for most
hourly retirees are determined by collective bargaining. Under a cross-indemnity agreement, Owens-Illinois, Inc.
assumed liability for the nonpension postretirement benefits of Libbey retirees who had retired as of June 24, 1993.
Accordingly, obligations for these employees are excluded from the Company’s financial statements. The
U.S. nonpension postretirement plans cover the hourly and salaried U.S.-based employees of Libbey. The
non-U.S. nonpension postretirement plans cover the retirees and active employees of Libbey who are located
in Canada.
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As disclosed in Note 1 of the Notes to Consolidate Financial Statements, we adopted SFAS No. 158, effective
December 31, 2006. The following table summarizes the impact of the adoption of SFAS No. 158 on the
Consolidated Balance Sheet at December 31, 2006;

Impact of SFAS No. 158

Prior to SFAS No. 158 Adoption After SFAS No. 158
Adoption Increase/(Decrease) Adoption
Nonpension liability ........... $(42,997) $ 1,250 $41,747)
Accumulated other comprehensive
TOSS o oo e $ — $(1,250) $ (1,250)

Effect on Operations

The provision for our nonpension postretirement benefit expense consists of the following:

U.S. Plans Non- U.S. Plans Total

Year ended December 31, 2006 2005 2004 2006 2005 2004 2006 2005 2004
Service cost (benefits earmed

during the period) .......... $ 743 $ 792 $ 802 $ 2 §— $— $ 145 § 792 § 802
Interest cost on projected benchit

obligation . ............... 2,050 1,929 2,186 95 148 147 2,145 2,077 2,333
Amortization of unrecognized:
Prior service cost, . . ..., ... .. (88D (884) (1,843) — — — (884) (884) {1,843}
(Gainy loss .. ... ... ... .. 45 (124) (93) 64 (7 an 19 (13 (104)
Curtailment charge .. ... ... ... —_ 254 (152) — — — — 254 (152)
Nonpension postretirement benefit

EXPEMSE. . ... $1,954 $1967 $ 900 $ 33 5141 136 $1.987 5208 § 1,036

The postretirement benefit curtailment charges in 2005 and 2004 were the result of the salaried workforce
reduction program and capacity realignment program as discussed in notes 10 and 12.

Actuarial Assumptions

The following are the actuarial assumptions used to determing the benefit obligations and pretax income effect
for our nonpension postretirement benefits:

U.S. Plans Non-U.S. Plans
Year ended December 31, 2006 2005 2004 2006 2005 2004
Discountrate . ........ ... ot 5.77% 5.60% 5.75% 4.87% 5.00% 5.75%
Initial healthcare trend. . ... ... ... ...... ... ... 8.50% 8.50% 9.00% 8.50% 8.00% 9.00%
Ultimate health care trend . . . ... ... .. ... ... ... 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Years to reach ultimate rend rate . ... ............ 7T 4 4 7T 3 4

We use various actuarial assumptions, including the discount rate and the expected trend in health care costs, to
cstimate the costs and benefit obligations for our retiree health plan. The discount rate is determined based on high-
quality fixed income investments that match the duration of expected retiree medical benefits at our December 31
measurement date to establish the discount rate. The discount rate at December 31 is used to measure the year-end
benefit obligations and the earnings effects for the subsequent year.

The health care cost trend rate represents our expected annual rates of change in the cost of health care benefits.
The trend rate noted above represents a forward projection of health care costs as of the measurement date.
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Sensitivity to changes in key assumptions is as follows:

* A | percent change in the health care trend rate would not have a material impact upon the nonpension
postretirement expense.

* A | percent change in the discount rate would change the nonpension postretirement expense by $0.2 million,

Accumulated Postretirement Benefit Obligation

The components of our nonpension pestretirement benefit obligation are as follows:

U.S. Plans Non-L.S. Plans Total
December 31, 2006 2005 2006 2005 2006 2005

Change in accumulated nonpension
postretirement benefit obligation:

Benefit obligation, beginning of year. .. $ 35,504 $37931 $2827 $2700 $ 38331 § 40631

Service Cost .. ... 743 792 2 — 745 792
Interest cost . ... ..ot 2,050 1,929 95 148 2,145 2,077

Plan participants’ contributions . . ... .. 924 883 — — 924 883

Acwarial (gainyloss . ... ... .. ... 5,396 (2,820) (645) 147 4,751 (2.679)
Exchange rate fluctuations . ... ... ... —_ — (25) 79 (25) 79
Curtailment .. .......... ... .. .... — 20l _ — —_ 261

Benefits paid .. ......... ... ... .. (4,815) (3.466) (309) (254) (5,124) (3,720}
Benefit obligation, end of year . ... ... $39802 $35504 $1945 $2820 $41,747 $ 38,324

Reconctliation of funded status of plans:

Funded Status. ... ................ $(39,802) $(35,504) $(1,945) $(2,8200 $(41,747) $(38.324)
Unrecognized actuarial loss (gain). . . .. —_ (2,550) —_ (191) —_ (2,741)
Unrecognized prior year service cost . . . — {4,016) — — — (4,016)
Accrued benefitcost ... ... L $(39,802) $(42,070) $(1,945) $(3,011) $(41,747) $(45,081)

The 2006 net accrued postreticement benefit cost of $41.7 million is represented by a current portion in the
amount of $3.3 million and a long-term portion in the amount of $38.4 million on the Consolidated Balance Sheet.

The pre-tax amounts recognized in accumulated other comprehensive loss as of December 31, 2006, are as
follows:
U.S. Plans Non-U.S. Plans Total

Net loss (gain) . . ..o e $ 2.801 $(918) $ 1,883
Prior service credit . . . ... ... L (3.133) — (3,133)
Towal credit ... ... ... . ... ... $ (332) $(918) $(1,250)

The pre-tax amounts in accumulated other comprehensive loss of December 31, 2006, that are expected to be
recognized as credits to net periodic benefit cost during 2007 are as follows:

U.S. Plans Non-U.S, Plans Total

Net loss (gain) .. ... ... $ 74 $(54) $ 20
Prior service credit .. ... .. (B84) = (884)
Total credit .. ..o e e $(810) $(54) $(864)
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Nonpension postretirement benefit payments net of estimated future Medicare Part D subsidy payments and
future retiree contributions are anticipated to be paid as follows:

Fiscal Year U.S. Plan Non-U.S. Plans Total

2007 e $ 3,108 $144 $ 3,252
2008 ... e $ 3,338 $145 $ 3,483
2000 . e $ 3379 $149 $ 3.528
20010 L. e $ 3,393 $146 $ 3,539
200l e e $ 3,356 %142 $ 3,498
2012-20016 ... e $16,453 $655 317,108

We also provide retiree health care benefits to certain union hourly employees through participation in a multi-
employer retiree health care benefit plan. This is an insured, premium-based arrangement. Related to these plans,
approximately $0.7 million, $0.6 million and $0.6 million were charged 1o expense for the years ended Decem-
ber 31, 2006, 2005 and 2004, respectively.

14. Net Income per Share of Common Stock

The following table sets forth the computation of basic and diluted earnings per share:

Year ended December 31, 2006 2005 2004
Numerator for earnings per share — net {loss) income

that is available to common shareholders . . . ... ... $ (20899 $ (19353 3 8,252
Denominator for basic earnings per share — weighted-

average shares outstanding ... ....... ... ... .... 14,182,314 13,906,057 13,711,667
Effect of dilutive securities(1}. .. ................ — — 7,658
Denominator for diluted earnings per share — adjusted

weighted-average shares and assumed conversions . . 14,182,314 13,906,057 13,719,325
Basic (loss) earnings per share . .. ............ ... $ (1.47) % (1.39) 3 0.60
Diluted (loss) earnings per share . . .. .. ... ........ $ 147 3 (1.39) $ 0.60

(1) The effect of employee stock options, warrants and the employee stock purchase plan (ESPP), 11,584 and
5,091shares for the year ended December 31, 2006 and December 31, 2005, were anti-dilutive and thus not
included in the earnings per share calculation. These amounts would have been dilutive if not for the net loss.

Diluted shares outstanding include the dilutive impact of in-the-money options, which are calculated based on
the average share price for each fiscal period using the treasury stock method. Under the treasury stock method, the
tax-effected proceeds that hypothetically would be received from the exercise of all in-the-money options are
assumed to be used to repurchase shares.

15. Employee Stock Benefit Plans

We have three stock-based employee compensation plans. We also have an Employee Stock Purchase Plan
(ESPP) under which eligible employees may purchase a limited number of shares of Libbey Inc. common stock at a
discount.

Prior to January 1, 2006, the Company accounted for stock-based awards under the intrinsic value method of
Accounting Principles Board (APB) No. 25, “Accounting for Stock Issued to Employees” (APB No. 25). This
method under APB No. 25 resulted in no expense being recorded for stock option grants for which the exercise price
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was equal Lo the tair value of the underlying stock on the date of grant, which had been the situation for all years
prior to 2006. On January 1, 2006, the Company adopted Financial Accounting Standards Board (FASB)
SFAS No. 123-R. SFAS No. 123-R requires that compensation cost relating to share-based payment transactions
be recognized in the financial statements. Share-based compensation cost is measured based on the fair value of the
equity or liability instruments issued. SFAS No. 123-R applies to all of our outstanding unvested share-based
payment awards as of January 1, 2006, and all prospective awards using the modified prospective transition method
without restatement of prior periods.

On December 6. 2003, the Company's Board of Directors, acting as the Compensation Committee of the
whole, accelerated the vesting of all outstanding and unvested nonqualified stock options granted through 2004
under the Company’s 1999 Equity Participation Plan and Amended and Restated 1999 Equity Participation Plan. As
a result, options to purchase 258,731 shares of the Company's common stock became exercisable on December 6,
2005. Of that amount, options that were granted through 2004 to the Company’s named executive officers became
immediately exercisable. In the case of each of the stock options in question, the exercise price greatly exceeded the
fair market value of the Company's common stock on December 6, 2005. The decision to accelerate vesting of these
options was made primarily to avoid recognition of compensation expense related to these underwater stock options
in financial statements relating to future fiscal periods. By accelerating these underwater stock options, the
Company estimates it reduced the stock option expense it otherwise would have been required to record by
approximately $0.4 million in 2006, $0.1 million in 2007 and $0.04 million in 2008 on a pre-tax basis.

Employee Stock Purchase Plan (ESPP)

We have an ESPP under which 750,000 shares of common stock have been reserved for issuance. Eligible
employees may purchase a limited number of shares of common stock at a discount of up to 15 percent of the market
value at certain plan-defined dates. The ESPP terminates on May 31, 2012. In 2006 and 2005, the shares issued
under the ESPP were 95.279 and 66,326, respectively, At December 31, 2006, 474,782 shares were available for
issuance under the ESPP. At December 31, 2005, 470,062 shares were available for issuance under the ESPP.
Repurchased common stock is being used 10 fund the ESPP.

A participant may elect to have payroll deductions made during the offering period in an amount not less than
2 percent and not more than 20 percent of the participant’s compensation during the option period. The option
period starts on the offering date (June {st) and ends on the exercise date (May 31st). In no event may the option
price per share be less than the par value per share ($.01) of common stock. All options and rights to participate in
the ESPP are nontransferable and subject to forfeiture in accordance with the ESPP guidelines, In the event of
certain corporate (ransactions, each option outstanding under the ESPP will be assumed or the successor
corporation or a parent or subsidiary of such successor corporation will substitute an equivalent option. Com-
pensation expense for 2006 related to the ESPP is $0.4 million.

Equity Participation Plan Program Description

We have three equity participation plans: (1) the Libbey Inc. Amended and Restated Stock Option Plan for Key
Employees, (2) the Amended and Restated 1999 Equity Participation Plan of Libbey Inc. and (3) the Libbey Inc.
2006 Omnibus Incentive Plan. Although options previously granted under the Libbey Inc. Amended and Restated
Stock Option Plan for Key Employees and the Amended and Restated 1999 Equity Participation Plan of Libbey Inc.
remain cutstanding, no further grants of equity-based compensation may be made under those plans. However, up to
a total of 1,500,000 shares of Libbey Inc. common stock are available for issuance as equity-based compensation
under the Libbey Inc. 2006 Omnibus Incentive Plan. Under the Libbey Inc. 2006 Omnibus Incentive Plan, grants of
equity-based compensation may take the form of stock options, stock appreciation rights, performance shares or
units, restricted stock or restricted stock units or other stock-based awards. Employees and directors are eligible for
awards under this plan. During 2006, there were grants of 10,000 stock options, 71,139 performance shares and
25.515 of restricted stock units. The restricted stock units were granted to Directors and were immediately vested
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resulting in compensation expense of $0.3 million. All option grants have an exercise price equal to the fair market
value of the underlying stock on the grant date. The vesting period of options outstanding as of December 31, 2006,
is generally four (4) years. Stock options are amortized over the vesting period using the FASB Interpretation No. 28,
“Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award Plans, an interpretation of
APB Opinions No. 15 and 257 (FIN 28) expense attribution methodology. The impact of applying the provisions of
SFAS No. 123-R is a pre-tax compensation expense of $1.3 million for 2006.

Prior Year Pro forma Information

With the adoption of SFAS No. 123-R on January I, 2006, compensation expense for stock options is recorded
based on the estimated fair value of the stock options using an option-pricing model. Compensation expense
continues 1o be recorded for restricted stock grants over their vesting periods based on fair value, which is equal to
the market price of our common stock on the date of grant.

The following table illustrates the effect on net income and earnings per share if we had applied the fair value
recognition provision of SFAS No. 123, “Accounting for Stock-Based Compensation” (SFAS No. 123), to stock-
based employee compensation:

Year ended December 31, 2005 2004
Reported net inCOmMe: . . ... ... . e $(19.355) § 8,252
Less: Stock-based employee compensation expense determined under fair

value-based method for all awards, net of related tax effects .. .......... — (1,253)
Add: Stock-based employee compensation cxpense included in reported nct

income, net of related tax effects. . . ... ... ... . ... o i il — 96
Pro forma net inCOmMIe . . . . o it e e e e e e e e e e e $(19,355) $ 7.095
Basic income per share:
Reported basic income pershare. ... ......... ... . ... . ... $ (139 $ .60
Pro forma basic income pershare . . ... .. ... . $ (139) § .52
Diluted income per share:
Reported diluted income per share ... ... ... ... . .. L $ (139 % .60
Pro forma diluted income pershare. . . ... ... ... . e $ (39 $§ 52

Disclosures for the year ended December 31, 2006 are not presented because the amounts are recognized in the
Consolidated Financial Statements.
General Stock Option Information

Stock option compensation expense of $0.3 million is included in seliing, general and administrative expenses
in the Consolidated Statements of Operations for 2006.
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The Black-Scholes option-pricing model was developed for use in estimating the value of traded options that
have no vesting restrictions and are fully transferable. There were 10,000 stock option grants made during 2006.
Under the Black-Scholes option-pricing model, the weighted-average grant-date fair value of options granted
during 2006 is $3.32. The fair value of each option is estimated on the date of grant with the following weighted-
average assumptions:

Year ended December 31, 2006 2005 2004

Stock option grants:

Risk-free interest . .. ......... ... .. .. ... . ... ..... 4.57% 4.29% 3.9%
Expectedterm .. ..... .. ... ... ... ... ... . ... ... 6.5 years 6.1 vears 9 years
Expected volatility . . ... ... ... ... ... ... . ... ... 37.9% 34.6% 31.0%
Dividend yield. . . ... ... ... ... .. .. 3.19% 2.3% 2.0%
Employee Stock Purchase Plan:

Risk-free interest . .. . ... .. ... . ... .. ... ... .. ... ... 4.99% 3.23% 1.72%
Expectedterm .. .......... .. ... .. il 12 months 12 months 12 months
Expected volatility . . .. .. ... . ... ... .. ... .. ..., 58.3% 36.00% 27.94%
Dividend yield. . ........ ... .. .. .. .. L 2.20% 2.10% 1.86%

The risk-free interest rate is based on the U.S. Treasury vyield curve at the time of grant and has a term equal
to the expected life.

The expected term represents the period of time the options are expected 1o be outstanding. Additionally, we
use historical data to estimate option exercises and employee forfeitures. The Company uses the Simplified
Method defined by the SEC Staff Accounting Bulletin No. 107, “Share-Based Payment” (SAB 107), to
estimate the expected term of the option, representing the period of time that options granied are expected to
be outstanding.

The expected volatility was developed based on historic stock prices commensurate with the expected term
of the option. The range of expected volatilities used is 33.34 percent 1o 38.56 percent, and the average
expected volatility is 34.55 percent. We use projected data for expected volatility of our stock options based
on the average of daily, weekly and monthiy historical volatilities of cur stock price over the expected term
of the option and other economic data trended into future years.

The dividend yield is calculated as the ratio based on our most recent historical dividend payments per share
of common stock at the grant date to the stock price on the date of grant.
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[nformation with respect to our stack option activity for 2006, 2005. and 2004 is as follows:
Weighted-Average

Weighted-Average Remaining
excreise price per Contractual life Aggregate lntrinsic

Options Shares share (in years) Vilue
Outstanding balance at January |,

2004, .. L 1,410,176 $29.60
Granted . ... ............... 156.210 20.39
Exercised . ................. (24,250) 19.45
Canceled ... ............... (24.500) 26.45
Outstanding balance at

December 31,2004 .. ... . ... 1.517.636 28.87 5.74 $289.8
Granted .. ................. 145,760 11.83
Exercised . .. ............... (4,500) 22,00
Canceled .................. (103.340) 24.23
Outstanding balance at

December 31, 2005 . ... .. .. 1,555,556 28.04 5.76 $ -
Granted. ., .. ... ........... 10,000 10.20
Exercised. . ........... ... .. —_ —
Canceled . . .. .............. (153,930) 28.03
Outstanding balance at

December 31,2006 ...... .. 1,411,626 27.43 4.85 $100.3
Exercisable at December 31,

2006, ... ... 1,315,790 $28.58 $ 31.7

Intrinsic value for share-based instruments is defined as the difference between the current market value and
the exercise price. SFAS No. 123-R requires the benefits of tux deductions in excess of the compensation cost
recognized for those stock options (excess tax benefit) to be classified as financing cash flows. There were no stock
oplions exercised during 2006.

The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on Libbey
Inc. closing stock price of $12.34 as of December 31, 2006, which would have been received by the option holders
had all option holders exercised their options as of that date. As of December 31, 2006, 1,315,790 oulstanding
opiions were exercisable, and the weighted average exercise price was $28.58. As of December 31, 2005, 1.236.356
outstanding options were exercisable. and the weighted average exercise price was $30.00. As of December 31,
2004. 1.139.810 outstanding options were exercisable, and the weighted average exercise price was $30.39.

As of December 31, 2006, $0.2 million of total unrecognized compensation expense related to nonvested stock
options is expected to be recognized within the next three years on a weighted-average basis, The total fair value of
shares vested during 2006 is $.02 million. Shares issued for exercised options are issued from treasury stock. There
were no stock options exercised in 2006.
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The following table summarizes our nonvested stock option activity for 2006

Weighted-Average fair

Shares vilue {per share)
Nonvested at January 1,2006 ... .. ......................, 145,260 $3.82
Granted . .. .. ... . e 10,000 332
Vested. . .. ... . . . (57,644) 3.82
Canceled. . ....... .. .. .. .. . . (1,780) 3.82
Nonvested at December 31,2006 . .. .. ... ... ............... 95,836 $3.82

Performance Share Information
Performance share compensation expense of $0.3 million is included in our Statement of Operations.

Under the Libbey Inc. 2006 Omnibus Incentive Plan, we grant selected executives and key employees
performance shares. The number of performance shares granted to an executive is determined by dividing the value
to be transterred to the executive, expressed in U.S. dollars and determined as a percentage of the executive’s long-
term incentive target (which in turn is a percentage of the executive’s base salary on January | of the year in which
the performance shares are granted), by the average closing price of Libbey Inc. common stock over a period of 60
consecutive trading days ending on the date of the grant.

The performance shares are settled by issuance to the executive of one share of Libbey Inc. common stock for
cach performance share earned. Performance shares are earned onty if and 1o the extent we achieve certain
company-wide performance goals over performance cycles of between 1 and 3 years.

A summary of the activity for performance shares under the Libbey Inc. 2006 Omnibus Incentive Plan as of
December 31, 2006 and changes during the year then ended is presented below:

Performance Shares Shares
Outstanding balance at January 1, 2006 .. ... ... ... ... ... ... .. —
Granted . . ... . 71,139
Awarded . . .. ... —_
Cancelled . . ... ... ... —_
Outstanding balance at December 31,2006 . . . ... ... . ... .. .. .. . ... .. ..., 71,139

Of this amount, 29,184 performance shares were earned as of December 3, 2006, and, as a result 29,184 shares
of Libbey Inc. common stock were issued in February 2007 to the executives in settlement of these performance
shares.

The weighted-average grant-date fair value of the performance shares granted during 2006 was $9.88 as of
December 31, 2006, there was $0.4 million of total unrecognized compensation cost related to nonvested
performance shares granted. That cost is expected to be recognized over a period of 2 years. Shares issued for
performance share awards are issued from treasury stock.

Employee 401(k) Plan Retirement Fund and Non-Qualified Executive Savings Plan

We sponsor the Libbey Inc. 401(k) Plan (the Plan) to provide retirement benefits for our employees. As
allowed under Section 401(k) of the Internal Revenue Code, the Flan provides tax-deferred salary contributions for
eligible employees.

Employees can contribute from 1 percent to 50 percent of their annual salary on a pre-tax basis, up to the
annual IRS limits. During 2006, we matched an amount equal to 50 percent of employee contributions up to the first
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6 percent of eligible earnings that are contributed by employees. Therefore, the maximum matching contribution
that we may allocate to each participant’s account did not exceed $6,600 for the 2006 calendar year due to the
$220,000 annua! limit on eligible earnings imposed by the Internal Revenue Code. Starting in 2003, we have used
treasury stock for the company match contributions to the Plan; however, we have discontinued that practice
beginning January 1, 2007, as to salaried positions. All matching contributions vest immediately.

Effective January 1, 2005, employees who meet the age requirements and reach the Plan contribution limits
can make a catch-up contribution not to exceed the lesser of 50 percent of their eligible compensation or the limit of
$5,000 set forth in the Internal Revenue Code for the 2006 calendar year. The catch-up contributions are not eligible
for matching contributions.

We have a non-qualified Executive Savings Plan (ESP) for those employees whose salaries exceed the IRS
limit, Libbey maitched employee contributions under the ESP. The amount of Libbey’s matching contribution
during 2006, equals 50 percent of the first 6 percent of eligible earnings that are contributed by the employees.

Qur matching contributions to both Plans totaled $2.2 million, $2.2 million, and $2.4 mitlion in 2006, 2005,
and 2004, respectively.

16. Derivatives

We hold derivative financial instruments to hedge certain of our interest rate risks associated with long-term
debt, commodity price risks associated with forecasted future natural gas requirements and foreign exchange rate
risks associated with occasional transactions denominated in a currency other than the U.S. dollar. Most of these
derivatives qualify for hedge accounting since the hedges are highly effective, and we have designated and
documented contemporaneously the hedging relationships involving these derivative instruments. While we intend
to continue to meet the conditions for hedge accounting, if hedges do not qualify as highly effective or if we do not
believe that forecasted transactions would occur, the changes in the fair value of the derivatives used as hedges
would be reflected in our earnings.

We use Interest Rate Protection Agreements (Rate Agreements) o manage our exposure to fluctuating interest
rates. These Rate Agreements effectively convert a portion of our borrowings from variable rate debt to fixed-rate
debt. thus reducing the impact of interest rate changes on future income. These instruments are valued using the
market standard methodology of netting the discounted expected future variable cash receipts and the discounted
future fixed cash payments. The variable cash receipts are based on an expectation of future interest rates derived
from observed market interest rate forward curves. At December 31, 2006, we had Rate Agreements for
$200.0 million of variable rate debt with a fair market vaive of $1.2 million. At December 31. 2005, we had
Rate Agreements for $25.0 million of variable rate debt with a fair market value of $(.7) million.

We also use commodity futures contracts related to forecasted future U.S. natural gas requirements. The
objective of these futures contracts and other derivatives is to limit the fluctuations in prices paid and potential
losses in earnings or cash flows from adverse price movements in the underlying commodity. We consider our
forecasted natural gas requirements in determining the quantity of natural gas to hedge. We combine the forecasts
with historical observations to establish the percentage of forecast eltigible to be hedged, typically ranging from 40%
to 60% of our anticipated requirements, generally six or more months in the future. The fair values of these
jnstruments are determined from market quotes. At December 31, 2006, we had commaodity futures contracts for
3.450.000 million British Thermal Units (BTU’s) of natural gas with a fair market value of $(5.3) million. We have
hedged forecasted transaction through March 2008. At December 31, 2005, we had commodity futures contracts for
2,800,000 million BTU's of natural gas with a fair market value of $7.6 million. The fair values of these commodity
contracts are included in our Consolidated Balance Sheets in derivative liability for 2006 and in prepaid and other
current assets for 2003.

Our foreign currency exposure arises from occasional transactions denominated in a currency other than the
U.S. dollar, primarily associated with anticipated purchases of new equipment or net investment in a foreign
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operation. The fair values of these instruments are determined from market quotes. We have not changed our
methods of calculating these values or developing underlying assumptions. The values of these derivatives will
change over time as cash receipts and payments are made and as market conditions change. At December 31, 2006
and 2005, we did not have any foreign currency derivatives.

We do not believe we are exposed to more than a nominal amount of credit risk in our hedges. as the
counterparties are established financial institutions.

Most of our derivatives qualify and are designated as cash flow hedges (except certain natural gas contracts at
Crisa executed prior to our June 16, 2006 acquisition of the remaining 51% ownership interest) at December 31,
2006. Hedge accounting is applied only when the derivative is deemed to be highly effective at offsetting changes in
fair values or anticipated cash flows of the hedged item or transaction. For hedged forecasted transactions, hedge
accounting is discontinued if the forecasted transaction is no longer probable to occur, and any previously deferred
gains or losses would be recorded to earnings immediately, The ineffective portion of the change in the fair value of
a derivative designated as a cash flow hedge is recognized in current earnings. We recognized a loss of $2.6 million
and a gain of $0.9 million for December 31, 2006 and 2005, respectively, representing the total ineffectiveness of all
cash flow hedges.

The effective portion of changes in the fair value of a derivative that is designated as and meets the required
criteria for a cash flow hedge is recorded in other comprehensive income (loss) and reclassified into earnings in the
same period or periods during which the underlying hedged item affects earnings. Amounts reclassified into
eurnings related 1o rate agreements are included in interest expense and natural gas futures contracts in natural gas
expense included in cost of sales.

17. Comprehensive (Loss) Income

Total comprehensive (loss) income (net of tax) includes:

Bualance at December 31, 2006 2005 2004
Net (Toss) INCOME .. ... e e e, $(20,899)  $(19,355) § 8252
Effect of derivatives. .. ... ... . . ... ... ... .. ... (6,829) 5,040 2,067
Minimum pension liability and intangible pension asset (including

equity iNnVeSIMEnts) . ... ... ... .. ... e 10,650 (7,176) (1.459)
Effect of SFAS 158 .. ... ... . .. ... (21,779} — —
Eftfect of exchange rate fluctuation . . .. .............. .. .... 3,070 (379 (3.801)
Total comprehensive (loss) income . . ... ... ... . . ... ... $(35,787) $(21.870) $ 5,059

Accumulated other comprehensive loss (net of tax) includes:

December 31, 2006 2005 2004
Minimum pension liability and intangible pension asset

{including equity investments) ............ .. ... ....... $ — 330,715y $(23.539)
Adoption of SFAS 158 . .. . ... .. ... . ... (41,844) — —
Derivatives . ... .. . (3,086) 3,743 (1.297)
Exchange rate fluctuation. . ... ... . .. .. ... .. .. ... . .. .. (1,079) (4.149) (3.77(n
Total .. $(46,009)  $(31,121)  $(28.606)
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The change in other comprehensive (loss) income related to cash flow hedges is as follows:

Year ended December 31, 2006 2005 2004

Change in fair value of derivative instruments ................. $(8,092) $ 8085 §3313
Less: Income tax benefit (expense) . ....... ... . 1,263 (3,045) {1,246)
Other comprehensive (foss) income related to denvatives .. ... ... $(6,829) $5.040 § 2,067

The following table identifies the detail of cash flow hedges in accumulated other comprehensive (loss)
income:

Year ended December 31, 2006 2005 2004
Balance at beginning of year .. ... ... ... . oo $3,743  $(1,297) $(3.364)
Current year impact of changes in value (net of tax):

Rate agreements . . .. ..o vttt e e 1,015 817 2,329
Nl G048 ..o (7,844) 4,223 (262)
FOTEIEN CUITEICY . v v vt e et e e aa e s _ — —
SubtOtal . e (6,829) 5,040 2067
Balance atend of year. . .. ... .. i $(3.086) $ 3,743  $(1,297)

18. Operating Leases

Rental expense for all non-cancelable operating leases, primarily for warchouses, was $10.1 million,
$6.9 million and $6.3 million for the years ended December 31, 2006, 2005 and 2004, respectively.

Future minimum rentals under operating leases are as follows:

2012 and
2007 2008 2009 2010 2011 thereafier
$11,333 $9.874 $8.610 $6,276 $5.847 $35,409

19. Guarantees

The paragraphs below describe our guarantees, in accordance with Interpretation No. 45, “Guarantors’
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others.”

The debt of Libbey Glass and Libbey Europe B.V, pursuant to the ABL Fucility, the Senior Notes and the PIK
Nates. is guaranteed by Libbey Inc. and by certain subsidiaries of Libbey Glass. All are relaled parties that are
included in the Consolidated Financial Statements. See Note 9 for further disclosure as to debt of Libbey. Pursuant
1o the indenture agreements that govern the Senior Notes and the PIK Notes, Libbey Glass is required to provide
certain financial information to holders and to the indenture trustee within fifteen days after the date that Libbey
Glass would be required to file quarterly and annual reports it Libbey Glass were subject to the periodic reporting
requirements of the Exchange Act. Libbey Inc. may fulfill this obligation by filing with the Securities and Exchange
Commission consolidating financial statements for (i) Libbey Inc.. (ii) Libbey Glass. (iii) the subsidiaries of Libbey
Inc. that guarantee the Senior Notes and the PIK Notes and (iv) the subsidiaries of Libbey Inc. that do not guarantee
the Senior Notes and the PIK Notes. Libbey Inc. has provided such consolidating financial statements within the
filing of this annual report in compliance with the requirements of the indentures. (See Note 22).

In addition, Libbey Inc. guarantees the payment by Crisa of its obligation to purchase electricity pursuant (o a
Power Purchase Agreement to which Crisa is a party. Prior to June 16, 20006, the guarantec was limited to the lesser
of 49 percent of any such obligation of Crisa and $5.0 million. The guarantee was entered into in October 2000 and
continues for 15 years from the initial date of electricity generation, which commenced on April 12, 2003, In
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connection with the June 16, 2006 acquisition of the remaining 51 percent ownership interest in Crisa, (1) we have
agreed to execute and deliver a guarantee pursuant to which we would agree to guarantee to the electricity provider
the payment and performance of 100 percent of Crisa’s obligations under the Power Purchase Agreement, in
exchange for which the electricity provider would release Vitro from its guarantee of Crisa’s obligation under the
Power Purchase Agreement; and (b) pending the electricity provider's release of Vitro from its guarantee of Crisa’s
obligations, we will indemnify Vitro for any liability it may incur if Crisa defaults under the Power Purchase
Agreement and the electricity provider seeks recourse against Vitro under its guarantee of Crisa’s obligations.

In October 1995, we guaranteed the obligations of Syracuse China Company and Libbey Canada Inc. under the
Asset Purchase Agreement for the acquisition of Syracuse China. The guarantee is limited to $5.0 million and
expires October 10, 2010. The guarantee is in favor of The Pfalizgraff Co., The Pfaltzgraff Qutlet Co. and Syracuse
China Company of Canada Lid.

In connection with our acquisition of Crisal-Cristalaria Automitica, S.A. (Crisal), we agreed to guarantee the
payment, if and when such payment becomes due and payable, by Libbey Europe B.V. of the Earn-Out Payment, as
defined in the Stock Promissory Sale and Purchase Agreement dated January 10, 2005, between Libbey Europe
B.V., as purchaser, and VAA-Vista Alegre Atlantis SGPS, SA, as seller. In connection with the settlement of certain
disputes with VAA, in October 2006, VAA waived the obligation of Libbey Europe B.V., and ultimately Libbey Inc.,
to pay the Earn-Out Payment (VAA). (See Note 4).

On March 30, 2003, we entered into a Guarantee pursuant to which we guaranteed to BP Energy Company the
obligation of Libbey Glass to pay for natural gas supplied by BP Energy Company to Libbey Glass. Libbey Glass
currently purchases natural gas from BP Energy Company under an agreement that expires on October 31, 2008.
Our guarantee with respect to purchases by Libbey Glass under that agreement is limited to $3.0 mitlion, including
costs of collection, if any.

On July 29, 2005, we entered into a guarantee for the benefit of FR Caddo Parish, LLC pursuant to which we
guarantee the payment and performance by Libbey Glass of its obligation under an Industrial Building Sublease
Agreement with respect to one-step center in Shreveport, Louisiana. The underlying lease is for a term of 20 years.

On January 23, 2006, we entered into 4 goarantee for the benefit of China Construction Bank Corporation
Langfang Economic Development Area Sub-Branch (CCB) pursuant to which we guarantee the payment by Libbey
China of its obligation under an RMB Loan Contract entered into in connection with the construction of our
production facility in China.

In connection with the June 16, 2006 acquisition of the remaining 51 percent ownership interest in Crisa and
the concurrent assignment by Vitro to Crisa of a lease with respect to real estate located in Monterrey, Mexico, we
exccuted a guarantee, in favor of Fondo Stiva, S.A. de C.V. (*Fondo Stiva,” as Lessor), pursuant to which we
guarantee the payment and performance by Crisa Libbey Commercial, S. de R.L. de C.V., formerly Vitrocrisa
Commercial, S. de R.L. de C.V. (“Crisa Commercial”, as Lessee), pursuant to the lease agreement dated
February 17, 2004 between Fondo Stiva and Crisa Commercial (the “Warehouse Lease™), and of Crisa Libbey,
S.de R.L. de C.V., formerly Vitrocrisa. S. de R.L. de C.V. (*Crisa Libbey™), pursuant to a deed under which Crisa
Libbey granted to Fondo Stiva surface use rights with respect to the real estate and a mortgage lien to secure Crisa
Commercial’s obligations under the Warehouse Lease.

In addition. on June 16, 2006, we entered into a guarantee pursuant to which we agreed to guarantee to Vitro
the payment and performance by Crisa Commercial of its obligations under the Warehouse Lease in the event that
Fondo Stiva demands payment from Vitro pursuant to Vitro's guarantee, executed in favor of Fondo Stiva, of Crisa
Commercial's obligations under the Warehouse Lease,
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20. Barter Transactions

We entered into a barter transaction during the first quarter of 2005, exchanging inventory with a net book
value of $1.1 million for barter credits to be utilized on future purchased goods and services. During the second
quarter of 2005, we wrote-off the credits from $1.1 million to $0.4 million, reflecting our revised estimate of fair
value. During the third quarter of 2006, we wrote-off the remaining $0.4 million, reflecting our revised estimate of
fair value.

21. Segments

With the acquisition of Crisa and our growing focus on the global market, effective for the quarter ended
September 30, 2006, we formed three reportable segments from which we derive revenue from external customers.
We have reclassified prior period amounts to conform to the current presentation. Some operating segments were
aggregated to arrive at the disclosed reportable segments. The segments are distinguished as follows:

« North American Glass — includes sales of glass tableware from subsidiaries throughout the United States,
Canada and Mexico.

« North American Other — includes sales of ceramic dinnerware; metal tableware, hollowware and serve-
ware; and plastic items from subsidiaries in the United States.

s International — includes worldwide sales of glass tableware from subsidiaries outside the United States,
Canada and Mexico.

The accounting policies of the segments are the same as those described in Note 1 of the Notes to Consolidated
Financial Statements. We do not have any customers who represent 10 percent or more of total sales. We evaluate
the performance of our segments based upon sales and Earnings Before Interest and Taxes and Minority Interest
(EBIT). Intersegment sales are consummated at arm’s length and are reflected in eliminations in the table below.

December 31, 2006 2005 2004
Sales
North American Glass . ... ... . e $ 476,696  $ 365,037 $ 379,654
North American Other ... ... ... . . i 114,581 109,945 103,555
International . . .. ... e e e 106,798 95,399 66,946
EHMinations . . . oo v e et e e et e e e e i e (8,595) (2,248) {5,388)
Consolidated . . . ... ... . . . . e $ 689480 $ 568,133 $ 544,767
EBIT
North American Glass . ... ... ... $ 5471 % 7062 % 11,061
North American Other ... ... ... .. . .. 9,382 (14,411} 11,462
International . . . ... .. i e 3,161 (3,101) 2,306
Consolidated .. ... ... ... . .. . . . $ 18,014 $ (10450) § 24,829
Special Charges (excluding write-off of financing fees)
North American Glass . ... ... i i e e $ 18,534 § 10,136 $ 14,519
North American Other .. .. .. ... . . . . i, (42) 17,100 —_
International . . . . .. ... ... e — — —
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December 31, 2006 2005 2004
Consolidated . ........ ... ... .. . . .. . . ... $ 18492 $ 27236 § 14519
Equity Earnings (loss)

North American Glass ... ......... ... ... ........... $ — 5 — 5 —
North American Other ... .. ... ... .. ... ............. — — —
International . . ... ... ... ... . ... .. ... . ... ..., 1,986 (4,100} (1,435}
Consolidated . ......... . .. .. .. ... . .. .. . .. ... $ 198 S (41000 % (1435
Depreciation & Amortization

North Amertcan Glass . ............................ $ 22102 % 17306 $ 17413
North American Other . ... ... ... ... ... ............ 3,450 4,519 5016
International . . .. ... ... ... 10,168 10,656 71,076
Consolidated .. .......... ... ... ... ... ... $ 35720 $ 32481 $ 29,505
Capital Expenditures

North American Glass .. ............. .. .. . ...... $ 30,286 $ 30,204 § 29,720
Notth American Other . .. ... ... .. ... ... .. .......... 1,173 2,328 2.649
Intemational . .. ....... ... .. ..., 42,139 11,738 8,113
Consolidated . .......... ... ... . ... .. ... . ........ $ 73598 $ 44270 § 40482
Total Assets

North American Glass ... .......... ... ............. $ 849,751  $ 409,101  $ 426,438
North American Other .. ...... .. ... ... ... ... ....... 369,091 151,376 170,191
International . . .. ... . ... . ... 421,315 198,336 125,403
Eliminations. . .. ... ... .. . .. ... . ... (762,026) (163.029) (143,828)
Consolidated . ......... ... .. .. ... .. ... .......... $ 878,131  $595.784 $ 578204
Reconciliation of EBIT to Net Income

Segment EBIT .. ... ... .. . $ 18,014  $ (104500 $ 24829
Interest Expense . ... .. ... ... .. (46,594) (15,255) (13,049)
Income Taxes . . . ... ... ... ... 7,747 6.384 {3.528)
Minority Interest. . . ............ ... ... ... ......... (66) (34) —
NetIncome ... .. $ (20,899) $ (19.355) $ 8252

Our operations by geographic areas for 2006, 2005 and 2004 are presented below. Intercompany sales 1o
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United States Non-U.S. Eliminations Consolidated
2006
Net sales:
Customers .. .............. .0 vuuns $437,159 $252,321 $689.480
Intercompany ....................... 22,817 5,108 $(27,925) —
Total netsales .. ..................... $459,976 $257.429 $(27,925) $689.480
Long-lived assets . .. .................. $162,452 $324,669 — $487,121
2005
Net sales:
CUSIOMELS. + v v v v e e e e e e e e e e e $409.646 $158,487 $568,133
[NIETCOMPANY . .. oot vee et e 1,413 — 3 (L4113 —
United States Non-U.S. Eliminations Consolidated
Totalnetsales........................ $411,059 $158,487 $(1,413) $568,133
Long-lived assets . .................... $172,805 $154,805 — $327.,610
2004
Net sales:
CUStOMErS. . . ..ot $419,368 $125.399 — $544,767
Intercompany . ....................... 3.839 — $(3,839) -
Total netsales. . .. ... ... ........... $423.207 $125,399 $(3.839) $544.767
Long-lived assets . .................... $183,501 $134,691 — $318,192

22. Condensed Consolidated Guarantor Financial Statements

Libbey Glass is a direct, wholly owned subsidiary of Libbey Inc. and the issuer of the Senior Notes and the PIK
Notes. The obligations of Libbey Glass under the Senior Notes and the PIK Notes are fully and unconditionally and
jointly and severally guaranteed by Libbey Inc. and by certain indirect, wholly owned domestic subsidiaries of
Libbey Inc, as described below. All are related parties that are included in the Condensed Consolidated Financial
Statements for the year ended December 31, 2006,

At December 31, 2006 and December 31, 2005, Libbey Inc.’s indirect, wholly owned domestic subsidiaries
were Syracuse China Company, World Tableware Inc., LGA4 Corp., LGA3 Corp., The Drummond Glass Company,
L.GC Corp., Traex Company, Libbey.com LLC, LGFS Inc. and LGAC LLC (together with Crisa Industrial LLC,
which became an indirect, wholly owned subsidiary of Libbey Inc. on June 16, 2006, the “Subsidiary Guarantors™).
The following tables contain condensed consolidating financial statements of (a) the parent, Libbey Inc., (b} the
issuer, Libbey Glass, (c} the Subsidiary Guarantors, (d) the indirect subsidiaries of Libbey Inc. that are not
Subsidiary Guarantors (collectively. “Non-Guarantor Subsidiaries™), (e) the consolidating elimination entries, and
{f) the consolidated totals.
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Libbey Inc.

Condensed Consolidating Statement of Operations
(dollars in thousands)

December 31, 2006

Netsales ............. ...
Freight billed to customers . . .

Total revenues. . .. ........
Costofsales. .............

Gross profit. .. .. ... ... ...

Selling, general, and
administrative expenses. . . .

Special charges. .. ....... ..
Income (loss) from
operations . .. ..........
Equity earnings (loss) —
pretax. .. ..o
Other (expense) income . . . ..
Earnings (loss) before

interest and income taxes
and minority interest. . . . .

Interest expense . ..........
Earnings (loss) before

income taxes and minority
interest ...............

Income taxes . ............

Net income (loss) before
minority interest . . ... ...

Minority interest and equity in
net (loss) income of
subsidiaries. . . ..........

Net (loss) income. ... ... ...

Libbey Libbey Non-
Inc. Glass Subsidiary Guarantor
(Parent) (Issuer) Guarantors Subsidiaries Eliminations Consolidated
$ —  $386,924  $114,581 $211,041 $(23,066) $689,480
— 765 1,382 774 — 2,921
— 387,689 115,963 211,815 (23,066) 692,401
— 314,342 96,715 181,246 (23,0606) 569,237
— 73,347 19,248 30,569 — 123,164
— 59,172 7,614 20,780 — 87,566
— — — 16,334 — 16,334
— 14,175 11,634 (6,545) — 19,264
— — 612 1,374 — 1,986
— (803) 26 (2,459) — (3,236)
— 13,372 12,272 (7,630) — 18,014
— 36,577 2 10,015 — 46,594
e (23,205) 12,270 (17,645) — (28,580
— 1282 5,298 (224) — (7,747)
— {10,384) 6,972 (17,421) — (20,833)
(20,899) (10,515} — (66) 31,414 (66)
$(20,899) $(20,89%) $§ 6972 $(17,487) $ 31,414 % (20,899)

The following represents the total special charges included in the above Statement of Operations (see note 10):

Special charges included in:

Costofsales. .............
Special charges. . ..........
Interest expense ...........

Total pretax special charges . .

Special charges net of tax . . ..

$ — 5 — 5 — $ 2158 $ — $ 2,158
— (3,20) (42) 16,702 — 16,334
— 3,490 — 1,416 — 4,906
§ — 3,164 % 42) % 20,276 — $ 23,398
$ — 2,307 § GH  $ 14779 — $ 17,055
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Libbey Inc.

Condensed Consolidating Statement of Operations
(dollars in thousands)

December 31, 2005

Netsales ................
Freight billed to customers . . .

Total revenues. . . .........
Costofsales..............

Grossprofit. .............

Selling, general, and
administrative expenses . . . .

Income (loss) from
operations . . ...........

Equity earnings (loss) —
prefax . ...

Other (expense} income . . ...

Earnings (loss) before

interest and income taxes
and minority interest_ . . ..

Interest expense ... ........
Earnings (loss) before

income taxes and minority
interest ...............

Income taxes . ............

Net income (loss) before
minority interest . . . ... ..

Minority interest and equity in
net (loss) income of
subsidiaries. .. ..........

Net (loss) income. .. .......

Libbey Libbey Non-
Inc. Glass Subsidiary Guarantor
(Parent} (Isseer) Guarantors Subsidiaries Eliminations Consolidated
$ —  $365,037  $109,945 $95,399 $(2,248) $568,133
— 588 1,302 42 — 1,932
— 365,625 111,247 95.441 (2.248) 570,065
— 302,721 99,671 83,379 (2.248) 483,523
— 62,904 11,576 12,062 — 86,542
— 50.894 9.876 10,765 — 71,535
— 8,210 i5,714 — — 23,924
— 3,800 (14.014) 1,297 — (8,917)
— — 259 (4,359) — (4,100)
— 2,343 (37) 261 — 2,567
—_ 6,143 (13,792) (2,801) — (10.450)
— 11,018 1 4,236 —_ 15,255
— (4,.875) (13,793 (7.037) — (25,705)
— (1,609) (4,551) (224) — (6.384)
— {3,266) (9,.242) (6,813 — (19.321)
(19,355) (16,089) — (34) 35,444 (34)
$(19,355) $(19,355) $ (9,242) $(6,847) $35,444 $(19,355)

The following represents the total special charges included in the above Statement of Operations (see note 10):

Special charges included in:

Selling, general and
administrative . . ... ... ...

Special charges. . ..........
Total pretax special charges . .

Special charges net of tax . . . .

$ — § 661 § 1304 $ — $ — $ 1965
— 1,265 82 — — 1,347
— 8.210 15,714 — — 23,924
$ — §$ 10,136 $ 17,100 S — I $ 27,236
$ — $ 6791 $ 11,457 N — $ — $ 18,248
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Libbey Inc.

Condensed Consolidating Statement of Operations
(dollars in thousands)

Libbey Lihbey Non-
Inc. Glass Subsidiary Guarantor

December 31, 2004 {Parent) (Issuer) Guarantors Subsidiaries Eliminations Consolidated
Netsales,................. $ — $379.654  $i03.,555 $66,946 $ (5,388) $544,767
Freight billed to customers . . .. — 603 1,427 — — 2,030
Total revenues . .. .......... — 380,257 104,982 66,946 (5,388) 546,797
Costofsales............... — 311,645 84,977 55.101 (5,388) 446335
Grossprofit . ......... ..... — 68.612 20,005 11,845 — 100,462
Selling, general. and

administrative expenses . . . .. — 51,499 10,967 6,108 — 68,574
Special charges . . ........... — 7.993 — — — 7.993
Income {loss) from

operations . ............. — 9,120 9,038 5,737 — 23,805
Equity earnings (loss) ——

pretax . .. ... ... .. ..., — — 108 (1.543) — (1.435)
Other (expense) income. . .. ... — 2,634 74 (339) — 2,369
Earnings (loss) before interest

and income taxes and

minority interest ... ... ... — 11.754 9220 3,855 — 24,829
Interest expense. ... ......... — 11,160 — 1,889 — 13.049
Earnings (loss) before income

taxes and minority

interest. .. .............. — 594 9.220 1,966 — 11,780
Income taxes. . ............. — 212 3,282 34 — 3,528

Net income (loss) before

minority interest ... ... ... —_ 382 5,938 1,932 — 8,252
Minority interest and equity in

net (loss) income of

subsidiaries . . ............ 8,252 7,870 — — (16,122) —

Net (loss) income . ... ... .. .. $8,252 § 8252 § 5938 $ 1,932 $(16,122) $ 8252

The following represents the total special charges included in the above Statement of Operations (see note 10):

Special charges included in:

Costofsales . ............ .. $§ — % 6526 % — 5 — 3 — $ 6526
Special charges ... ... ... ... . — 7,993 — — — 7,993
Total pretax special charges. ... 3 — § 14519 § — S 3 — $ 14519
Special charges net of tax . . ... $ — $10171 % — 5 — 3 — $ 10,171
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December 31, 2006

Accounts receivable —net . . . .

[nventories

Other current assets . . ... .. ..

Total current assets . .......
Other non-current assets. . . . . .

Investments in and advances to

subsidiaries . ... ... ... ...

Goodwill and purchased

intangible assets —net . . . ..

Total other assets . ... ... ...

Property, plant and

equipment —net . ........

Total assets. . .............

Accounts payable. .. ... ... ..
Accrued liabilities .. .. ..., ..

Notes payable and long-term

debt due within one year. . . .

Total current liabilities. . . . . .
Long-termdebt ............

Other long-term liabilities and

minority interest. . .. ... ...
Total liabilities . . . ... ......

Total shareholders’ equity .. .

Total liabilities and

shareholders’ equity . . . ...

Libbey Inc.

Condensed Consolidating Balance Sheet

net...........

Libbey Libbey Non-
Inc. Glass Subsidiary Guarantor
(Parent) (Issuer) Guarantors Subsidiaries Eliminations Consolidated
(Dollars in thousands)

$ — §$22849 % 509 $ 18,408 b — $ 41,766
— 47,772 10,063 41,368 — 99,203
— 55,620 32,521 70.982 — 159,123
— 14,221 347 6.184 — 20,752
— 140,462 43,440 136,942 — 320,844
— 30,247 1,296 7,131 — 38,674

87.850 326,705 284,384 153,011 (851,950) —
— 26,834 16,140 163,398 — 206.372

§7,850 383,786 301,820 323,540 (851,950} 245,046
— 100,804 21,039 190,398 — 312.241

$87,850 $625,052  $366,299 $650,880 $(851,950) $878,131

5 — $21,513 $ 4577 $ 41.403 — $ 67,493
— 53,263 8.561 23.250 — 85,074
— 155 — 865 — 1,020
— 74,931 13,138 65,518 — 153,587
— 409,089 - 81,123 — 490,212
— 86,354 7,924 52,204 — 146,482
— 570,374 21,062 198,845 — 790,281

87,850 54,678 345,237 452,035 (851,950} 87,850

$87,850  $625,052  $366,299 $650,880 $(851,950) $878,131
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Libbey Inc.

Condensed Consolidating Balance Sheet

Libbey Libbey Non-
Inc. Glass Subsidiary Guarantor
December 31, 2005 (Parent) (Issuer) Guarantors Subsidiaries Eliminations Consofidated
(Dollars in thousands)

Cash ................... $ — % 2817 % 300 $ 125 $ — $ 3242
Accounts receivable —net . . . — 50,358 10,145 18,539 — 79.042
Inventories —net.......... — 57.420 39,715 25,437 — 122,572
Other current assets . ... .. .. — 13,8006 3,767 1,484 — 19.057
Total current assets .. ... .. — 124,401 53,927 45,585 — 223,913
Other non-current assets. . . . . — 33,772 203 (492) — 33,483
Investments in and advances

to subsidiaries .......... 119,605 119,644 50,989 39,219 (252,800) 76,657
Goodwill and purchased

intangible assets —net . . .. — 27,540 16,195 17,868 — 61,603
Total other assets . ......... 119,605 180,956 67.387 56,595 (252,800) 171,743
Property, plant and

equipment —net .. ...... — 108,711 22.963 68,454 — 200,128
Total assets . . ............ $119,605 $414,068 $144,277 $170,634 $(252,800)  $595,784
Accounts payable. . ... ... .. $ —  $26329 § 4442 $ 16249 $ — $ 47,020
Accrued liabilities .. ....... — 44,327 9,452 8,365 — 62,144
Notes payable and long-term

debt due within one year. . . — 115 — 12,185 — 12,360
Total current liabilities. . . . . — 70,771 13,894 36,799 — 121,464
Long-termdebt . .......... — 159,550 — 89,829 — 249,379
Other long-term liabilities and

minority interest. .. ...... — 97,781 6,470 1,085 — 105,336
Total liabilities . .. ... ... .. — 328,102 20,364 127,713 — 476,179
Total shareholders’ equity .. 119,605 85,966 123,913 42,921 {252,800) 119,605
Total liabilities and

shareholders’ equity . . . . . $119,605 $414,068  $144,277 $170,634 $(252,800)  $595,784
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December 31, 2006

Net Income (loss) .. .... ..

Depreciation and
amortization

Other operating activities . . .

Net cash provided by (used

in) operating activities. . .

Libbey Inc.

Condensed Consolidating Statement of Cash Flows

Additions 10 property, plant &

equipment. . ..........
Other investing activities. . . .

Net cash provided by (used

in) investing activities . . . .

Net borrowings . . .......

Other financing activities . . .

Net cash provided by (used

in) financing activities . . . .
Exchange effect oncash . ...

Increase (decrease) in cash . .

Cash at beginning of
pertod. . ... ... ... ...

Cash at end of period . ..

Libbey Libbey Non-

Inc. Glass Guarantor Guarantor
(Parent) (Issuer) Subsidiaries Subsidiaries Eliminations Consolidated

{Dollars in thousands)
. $(20,767) % (20,767) $6972 $(17.355) $31018 $ (20,899)
. — 16,841 3,364 15,515 — 35,720
20,767 26,165 (7,657 31,780 (31,018) 40,037
. — 22,239 2,679 29,940 — 54,858
. — (8,537) (1,173 (63,888) — (73,598)
— (229.009; (1,297 151,872 — (78,434)
— (237,546) (2,470) 87,984 — (152,032)
.. — 248,554 — (96,041) — 152,513
— (13,215) — (4,000) — (17,215)
— 235,339 — (100,041) — 135,298
_ — — 400 — 400
— 20,032 209 18,283 — 38,524
.. — 2,817 300 125 — 3,242
. — % 228349 $ 509 $ 18,408 $ — $ 41,766
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Libbey Inc.
Condensed Consolidating Statement of Cash Flows

Libbey Lihbey Non-
Inc. Glass Guarantor Guarantor
December 31, 2005 (Parent) (Issuer) Subsidiaries Subsidiaries Eliminations Consolidated
(Dollars in thousands)

Net Income (loss) . .. .. ... .. $(19.355)  $(19,355) $(9.242) $ (6.847) $ 35444 $(19.35%)
Depreciation and

amortization . .. ... ... ... — 17,306 4,519 10,656 — 32,481
Other operating activities . . . . 19,355 41,522 6.893 (7,339) (35,444 24,987
Net cash provided by (used in)

operating activities .. .. ... — 39,473 2.170 (3,530) — 38,113
Additions to property, plant &

equipment. . .. ... ... . ... — (30,204) (2,328) (11,738) — (44,270
Other investing activities. . . . . — 212 — (28,948) — (28,736)
Net cash provided by (used in}

investing activities, , ... ... — (29,992) (2,328) (40,686) — {73,006)
Net borrowings. . ... ... .. .. — (4.637) — 44,289 — 39,652
Other financing activities . . . . — (7,76 1) — —_ — (7,761)
Net cash provided by (used in)

financing activities . ... ... — (12,398) — 44,289 — 31,891
Exchange effect on cash .. ... — — — — — —
Increase (decrease) in cash . . . — 2,917) (158) 73 —_ (3,002)
Cash at beginning of period . . — 5,734 458 52 — 0,244
Cash at end of period . . . . .. $ — § 2817 $ 300 $ 125 $ — $ 3242
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Libbey Inc,

Condensed Consolidating Statement of Cash Flows

Libbey Libbey Non-
Inc. Glass suarantor Guarantor
December 31, 2004 (Parent) (Issuer) Suhsidiaries Subsidiaries Eliminations Consolidated
(Doltars in thousands)

Net Income (loss). ... ....... $8252 % 81252 $ 5,938 $1.932 $(16,122) $ 8,252
Depreciation and amortization. . — 17,413 5.016 7.076 — 26,505
Other operating activities . . . .. (8.252) 15,159 (8.048) (9,988) 16,122 4,993
Net cash provided by (used in)

operating activities . . ... ... — 40,824 2,906 (980) — 42750
Additions to property, plant &

equipment .............. — (29,720) (2,649) (8,113) — (40,482)
Other investing activities. . . . . . — 16,623 — 980 — 17,603
Net cash provided by (used in)

investing activities . ....... — (13,097} {2,649) (7,133) — (22,879
Net borrowings. . . .......... — (18.129) — 8,113 — (10.016)
Other financing activities . . . .. — - (6,360) — — - (6.360)
Net cash provided by (used in)

financing activities . . . ... .. — (24,489 — 8,113 — (16,376}
Exchange effecton cash . .. ... — — — ) - (N
Increase (decrease) in cash .. .. — 3,238 257 @) — 3,494
Cash at beginning of period . . . — 2,496 201 53 — 2,750
Cash at end of period . . .. ... $ — $ 573 $ 458 $ 52 $ — $ 6244
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Selected Quarterly Financial Data (unaudited)

The following tables present selected quarterly financial data for the years ended December 31, 2006 and
2005:

First Quarter Second Quarter Third Quarter Fourth Quarter
2006 2005 2006 2005 2006 2005 2006 2005
Netsales ......... $134866 $129,784 §$157,998 5144538  $183,256 $135573  $213,360  $158.238
Gross profit ., ... .. $ 22,146 $ 21,039 $ 28,172 § 27056 $ 31,568 § 27267 $ 41,278 5 11,180
gross profit
margin .. ... .. 16.4% 16.2% 17.8% 18.7% 17.2% 20.1% 19.3% 7.1%

Selling, general &

administrative

expenses. ....... $ 1908 $ 17954 $ 19,696 § 20368 $ 20,729 $ 16788 $ 28055 § 16426
Income {(loss) from

operations (IFQY .. $ 3,060 § 88 $ (4,1t1) $ 2493 $ 10839 $ 9991 $ 9476 $(21.488)

IFO margin. . . ... 2.3% 0.1% (2.6)% 1.7% 5.9% 7.4% 4.4% (13.6)%
Equity earnings
(loss) .......... $ 1,065 $ 554 % 921 $ (752 § 0 $ (1183 $ ¢ 5 2720

Eamings (loss) before
interest and income
taxes (EBITY . . . .. $ 4521 § 943 % (4097) 3 2,171 % 9106 § 9732 $ 8484 $(23.296)
EBIT margin . . . .. 3.4% 0.7% -2.6% 1.5% 5.0% 7.2% 4.0% (14.7)%

Earnings (loss) before
interest, taxes,
depreciation and

amortization

(EBITDA). . ..... $ 1285 $ 9327 $ 4,109 $ 10237 $ 19777 3518892 $ 16992 $(16425

EBITDA margin . . . 9.5% 7.2% 2.6% 7.1% 10.8% 13.9% 8.0% (10.4)%
Netincome (loss) ... $ 515 3 (1.648) $ (9569) § (8700 $ (3,307) S 4,167 $ (8,538) $(21,004)

net income

margin .. ..... 0.4% (1.3)% (6.1)% {0.6)% (1.8)% 3.1% (4.0)% (13.3)%

Diluted earnings per

share ... ... .. .. $ 004 $ (012) $ (068 $§ (006) $ (023 3 0630 $ (0600 $ (.51
Accounts receivable. . $§ 72,244 § 73919 $112,195 $ 72637 $104,708 $ 75,122  $ 99203 $ 79.042

DsSo........... 46.0 48.9 47.6 47.3 50.9 48.6 48.3 50.8
Inventories . . ... ... $121,388 141,022 $161,827 $139,861 $167,859 $147,849  $159,123 $122573

DIO .. ... ... .. 77.3 93.3 74.6 911 817 95.7 77.4 78.7
Accounts payable ... $ 40,070 § 43887 $ 59447 § 42220 $ 73,559 $ 53552 $ 67493 § 47.021

DPO . ... ....... 255 29.0 22.6 27.5 35.8 347 328 30.2
Working capital. . . . . $153,562 $171.054 $214,575 $170.278  $199,008 5169419  $190,833  $154,594

DWC ... ... ... 97.8 113.2 99.6 110.9 926.8 109.6 92.9 99.3
Percent of ner sales . . 27.0% 31.0% 27.3% 29.7% 26.5% 30.0% 25.0% 27.2%

Net cash provided by
(used in) operating

activities . . . ... .. $ 4,798 $(1L.151) $ 15577 $ 22642 $ 11,149 § 1,255 §$ 2333 § 25367
Free cash flow .. ... $(16,641) $(50,504) $(74811) $ 13891 $ (9,576) $ (5911) $ 3854 $ 7631
Total borrowings . . .. $284,335  $276,002 $465,145 $259,678  $485,282  $265434  $491,232  $261.679
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The following table represents special charges (see note 10) included in the above quarterly data for the years
ended December 31, 2006 and 2005:

First Quarter Second Quarter Third Quarter Fourth Quarter
2006 2005 2006 2005 2006 2005 2006 2005
Special charges included in:
Costofsales. .. ..o . $— $ — $2543 $ 867 $— $ — $(385 S 1,098
Selling, general, and
administrative expenses . .. ... — — — 1,347 — — — —
Impairment of goodwill and other
intangibles . .............. — — — — — — — 9,179
Special charges. . ............ — 2,997 12,587 4,197 — 487 3,747 7,064
Interest expense . ............ = 4,906 - = — — —
Total pre-tax special charges . ... — 2997 20,036 6.411 — 487 3,362 17,341
Special charges —netof tax. ... — 2,008 13,424 4,295 — 326 3,281 13,825
Diluted earnings per share:
Capacity realignment charges —
netoftax ................ $— 5015 % 095 §031 $— $0.02 $023 § 099
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Stock Market Information

Libbey Inc. common stock is listed for trading on the New York Stock Exchange under the symbol LBY. The
price range and dividends deciared for our common stock was as follows:

2006 2005
Price Range di%i}:if:rd Price Range di&i?iﬂ::d
High Low declared High Low declared
FirstQuarter . .......................... $12.10 $ 6.85 $0.025 $25.03 $20.44 30.10
Second Quarter . ... ..................... $1558 $ 591  $0.025 $21.14 $15.23 3010
Third Quarter .......................... $11.75 $ 590 $0.025 $18.74 51499 30.10
Fourth Quarter. . . .. ....... ... . ... ...... $12.53  $10.33 $0.025 $1525 §$10.12 $0.10
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

The Company maintains disclosure controls and procedures that are designed to ensure that information
required to be disclosed in the Company’s Securities Exchange Act of 1934 (the “Exchange Act”) reports are
recorded. processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms and that such information is accumulated and communicated to the Company’s
management. including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow for timely
decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures.
management recognizes that any controls and procedures, no matter how well-designed and operated. can provide
only reasonable assurance of achieving the desired control objectives, and management is required to apply its
judgment in evaluating the cost-benefit relationship of possible controls and procedures. Also, we have investments
in certain unconsolidated entities. As we do not comntrol or manage these entities, our disclosure controls and
procedures with respect to such entities are necessarily substantially more limited than those we maintain with
respect to our consolidated subsidiaries.

As required by SEC Rule 13a-15(b). the Company carried out an evatuation, under the supervision and with the
participation of the Company’s management, including the Company’s Chief Executive Officer and the Compuny’s
Chief Financial Officer. of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures as of the end of the guarter covered by this report. Based on the foregoing, the Company’s Chief
Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures
were effective at the reasonable assurance level,

Report of Management

The management of the Company is responsible for establishing and maintaining adequate internal control
over financial reporting. Internal control over financial reporting refers to the process designed by, or under the
supervision of, our Chicf Executive Officer and Chief Financial Officer, and effected by our board of directors,
management and other personnel. to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles, and includes those policies and procedures that:

(1) Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of the Company:

(2) Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepled accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management and
directors of the Company; and

(3) Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition.
use or disposition of the Company’s assets that could have a material effect on the financial statements.

Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting
objectives because of its inherent limitations. Internal control over financial reporting is a process that involves
human diligence and compliance and is subject to lapses in judgment and breakdowns resuiting from human
failures. Internal control over financial reporting also can be circumvented by collusion or improper management
override. Because of such limitations, there is a risk that material misstatements may not be prevented or detected on
a timely hasis by internal control over financial reporting. However, these inherent limitations are known features of
the financial reporting process. Therefore, it is possible to design into the process safeguards to reduce, though not
climinate. this risk. Management is responsible for establishing and maintaining adequate internal control over
finuncial reporting for the Company.
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PART 1V

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE

a) Index of Financial Statements and Financial Statement Schedule Covered by Report of Independent
Auditors.

Page
Reports of Independent Registered Public Accounting Firms .. ... ... ... ... .. 44
Consalidated Balance Sheets at December 31. 2006 and 2005 .. ... ... ... ... . ... ... . ... ..... 47
For the years ended December 31, 2006, 2003 and 2004:
Consolidated Statements of Operations . ... ... L 48
Consolidated Statements of Shareholders” Equity. ... ..... ... ... . ... .. . .. ... ... ... ... ... 49
Conselidated Statements of Cash Flows. .. ... ... .. . . 50
Notes to Consolidated Financial Statements. . ... ... ... .. .. . . 51
Selected Quarterly Financial Data (Unaudited) .. .. ... ... ... . . 103
Financial statement schedule for the years ended December 31, 2006, 2005 and 2004:
Il — Valuation and Qualifying Accounts (Consolidated). . .. .. ... ... ... . .. ... ... 0.0 . ... S-1

All other schedules have been omitted since the required information is not presemt or not present in amoumts
sufficient to require submission of the schedule or because the information required is included in the Consolidated
Financial Statements or the accompanying noltes,

b) The accompanying Exhibit Index is hereby incorporated herein by this reference. The exhibits listed in the
accompanying Exhibit Index are filed or incorporated by reference as part of this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

LIBBEY INC.

By: /s/  Scott M. Sellick

Scott M. Sellick
Vice President and Chief Financial Officer

Date; March 16, 2007
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title

Director

William A. Foley

Director
Peter C. McC. Howell

Director
Carol B. Moerdyk

Director
Gary L. Moreau

Director
Terence P. Stewart

Director
Carlos V. Duno

Director

Deborah G. Miller

Director, Executive Vice President, Chief Operating Officer

Richard I. Reynolds

Chairman of the Board of Directers, Chief Executive Officer

John F, Meier

By:/s/  Scott M. Sellick
Scott M. Sellick
Attorney-In-Fact

Date: March 16, 2007

fsf Scott M. Sellick

Scott M. Sellick

Vice President and Chief Financial Officer
(Principal Accounting Officer)

Date: March 16, 2007
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Finuncial Statement Schedule of Libbey Inc. for the years ended December 31, 2006, 2005, and 2004
for Schedule [l Valuation and Qualifying Accounts (Consolidated) . .. ... ............. ... .. ... 5-1




LIBBEY INC.

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS (Consolidated)
Years ended December 31, 2006, 2005 and 20604

Allowance for

Allowance for
slow moving and

Valuation allowance
for deferred tax

doubthal accounts obsolele inventory assel
(Dollars in thousands)
Balance at December 31,2003 ... .. ... ... ...... $ 7,160 $1.073 $ 195
Charged to expense or other accounts . ........... 2,158 3.357 760
Deductions . .......... .. . .. ... .. ... (1.637) (1,591}
Balance at December 31,2004 . ... .. ... ... ... .. 7,661 2,839 955
Charged to expense or other accounts . ........... 5,886 8,377 2,078
Deductions .. ....... ... ... . ... .. . ... .. (151) (3.266)
Balance at December 31,2005, . .. ... ...... .... 13,396 7,950 3,033
Charged to expense or other accounts .......... 3,602 6,215 3,542
Deductions. . .. ..... ... ..... ... ... .. .. ...... (5,491) (8,026)
Balance at December 31,2006. . ... .. ....... ... $11,507 $ 6,139 $6,575
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EXHIBIT 31.1

Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

1, John F. Meier, certify that:
1. 1 have reviewed this annual report on Form 10-K of Libbey Inc.;

2. Based on my knowledge, this report does not contain any untrue stalement of a material fact or omit to stale
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made. not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report.
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries. is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting 1o be designated under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation: and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the cquivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud. whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

By /s/ John F. Meier

John F. Meier,
Chief Executive Officer

Date March 16, 2007
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EXHIBIT 31.2

Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Scott M. Sellick, certify that;
t. I have reviewed this annual report on Form 10-K of Libbey Inc.:

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial staterents, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15{e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared,;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designated under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other cenifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

By /s/  Scott M, Sellick

Scott M. Seilick,
Chief Financial Officer

Date March 16, 2007
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EXHIBIT 32.1

Certification of Chief Executive Officer

Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned
officer of Libbey Inc. (the “Company™) hereby certifies, to such officer's knowledge, that:

(i) the accompanying Annual Report on Form 10-K of Libbey for the year ended December 31, 2006 (the
“Report”) fully complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the
Securities Exchange Act of 1934, as amended; and

(ii) the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of Libbey.

/s/  John F. Meier

John F. Meier
Chiet Executive Officer

Dated: March 16, 2007




EXHIBIT 32.2

Certification of Chief Financial Officer

Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned
officer of Libbey Inc. (the "ComEanx”) hereby centifies, to such officer’s knowledge, that:

(i) the accompanying Annual Report on Form 10-K of Libbey for the year ended December 31, 2006 (the
“Report”) fully complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the
Securities Exchange Act of 1934, as amended; and

(i1) the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of Libbey.

fs/ Scott M. Sellick

Scott M. Sellick
Chief Financial Officer

Dated: March 16, 2007
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